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I»IlEi?ACE. 


In response to munerons requests I have decided 
to reprint this monograph which consists of my 
lectures delivered to the Institute of Bankers during 
the winter session of 1930-1931. To deal with 
such a vitally important subject in the course of 
four lectures proved indeed a difficult task and 
attention was, therefore, drawn to the salient aspects 
of the subject. A comprehensive treatment of the 
subject would involve references to the whole 
theory of banldng and currency. Policies tried 
abroad in the perfection of their money markets 
would have to be alluded to. It would have been 
beyond the possibilities of the course of four lectures 
to begin with those different organisations which 
are the constituent members of the money market 
and close with a discussion of the best remedies 
suggested to evolve a co-ordinated, corhpact and 
cohesive money market. Lectures one, two and three 
which cover a greater portion of the monograph 
are devoted to a lucid description of the ideal money 
market and the features of our money markets. 
This part of the work is elementary and^ matters of 
everyday Icnowledge in ’ the City are dealt with in 
detailed marmer for although they may appear 
simple to the trained practical banker are often 
misunderstood by untrained minds. Suggestions 
and new views hre given in the final chapter which 
will repay study by the most experienced bankers, 
economists and businessmen. - . , . • . . 
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Suggestions of interest to tlie businessmen %vi]l 
be referred to and the means for the development of 
the money market to a reasonable state of perfection 
win be studied. If I succeed in convert.ing the 
lay reader to the principles of reform I would con- 
sider my humble efioxts rather successful. The recent 
publication of the report of C. B. Enquiry Committee 
stimulated me in publishing this monograph for their 
recommendations have amply endorsed my sugges- 
tions concerning the necessity to create a bill market 
and a central reserve bank. No problem of domestic 
banking is so important as the one of maldng the 
Indian Jomt-Stock banks take a greater part in the 
financing of our grovung foreign trade. I hope the 
Indian publicist and the lay reader vdLl find this 
monograph a useful guide. My thanlcs are due to 
the editors of the Indian Finance, the Calcutta 
Keview, the Journal of the Indian Institute of 
Bankers and the Indian Jmirnal of Economics fox 
permitting me to reprint my papers originally 
published by them. Thebook is a companion volume 
of my previously published vritings on banking, 
viz.. Elementary Banldng, Present-Bay Banking in 
India and Organised Banking in the Bays of John 
Company. 

B. RAMACHANBRA RAU. 

26th October 1931. 

Senate House, 

Calcutta Bntversitv. 
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Books W tKe same Authori vpufelished cby' thi^c- ‘ 
Calcutta Univeifsity. Some Select^ ^^inxtftrs 
thereon. 


1. Present-Day Banking in India, by Dr. B. 

Ramachandra Rau, M.A., L.T., PIi.D. {Third Edition, 
thoroughly revised and enlarged). Supplementary 
Thesis for the Degree of Doctor of Philosophy, 
Calcutta University. Royal 8\)o. pp. 7G4. 1930. 
Rs. 10-0. 

The book describes the existing banking system and offers 
valuable suggestions to bring about the much needed improve-- 
ment in our credit situation. The present edition, besides 
embodying the main conclusion of the earlier edition, 
incorporates a large amount of fresh material. 

“ A complete survey of the position — further usehil chapters have 
been included on the recent monetary roform and the Central Bank of 
Issue. He examines the position of each of the constituents of the 
Indian Banking worldand he suggests' scientific remedies. His work will 
bo much appreciated by his readers among thd' English bahlung com- 
munity who will be specially interested in the author’s suggestions os to 
the course wliicb should be taken in the future. ” — The Lmdon BanJeer’s 
magazine, Nov. 1930, p. 773. 

“ A third edition of this excellent treatise on Indian hanlring has now 
boon published. The matter has been brought up to date and deals ade- 
quately with the Hilton-Young Kop'ortandthe monetary roform of 1028.”' 
-^Tkc Stalisl fliondonl, 24th January, 1931, p. 137. . • . 

“ No topic on Indian Banking, present and past, has escaped the 
notice of the author. The chapters on the indigenous banker, the loan 
companies of Bengal and topics of the Hundi system, agricultural credit 
and banking management er’ince a painstaking spirit of research and 
original remarks. The author has boldly criticised and impartially pro- 
nounced judgments on many of the partisan-like conclusions which are 
unfortunately prevalent in circle of tho ' experts, real or so-called,' iu 
banking. ”—2*/ie Calctitla Review, February, 1931. ‘ ' ' . • ' ■ 
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“ It is n Bolf-contoincd, complclo and comproliojisivo exposition of tii6 
Indian financial vrorld with nil its potulinritics. I ton think of no class 
connected with tho business-world to whom the hook is not welcome or 
necessary.” — Indian Finance, Kov. 22, 1030. 

“ A very comprehensive toxt-book. ” — The JJcononnV/, London, Oct. 
11, 1930. 

“ A full description and criticism of the banking system. ’’ — The 
Manchester Guardian, Commercial, Oct. 9, 1930. 

It Ls proboblo that it will become n standard work in tho senso that 
it will bo studied by those not inconsidorablo few who aspire to a know- 
ledge of tho credit system nt present existing in Indin. An extremely 
able exposition of present-day banking in Indio .” — The Capital, Od- 29, 
1930. 

“ It is a masterly o.xposition of tho subject by a person who can speak 
with authority and confidence. ” — The Leader, Kov. 2, 1030. 

’* A. very masterly survey of tho whole field of banking.” — Principal 
M.K. Ghosh. 

" It is o valuable contribution to the litomturo of Indian Economics. 
Prof. Rau has rondorod a signal service to India by publishing his book at 
this juncture when the Banking Enquiry Committee is conducting its 
inveatigations. The prosontation is admirably lucid and systematic and 
his book will bo road with intoioBt by bankers, businessmen and the 
general public. ” — The Statesman, Kov. 30, 1930. 

“ Tho book contains collection of important banking material which 
will be nsoful .to students arid businessmen alilto. Its possession would 
give mucb useful mforraation aud save xefexenco ton number of publica- 
tions. ” — The Indian Journal of Economics, April, 1931, p. 714. 

” An intorostit^ nhaptor for the Amorican reader is Chap. 14 which 
describes the hoarding habits of tho native population,” — The American 
Economic Rccicto, htarcb, 1931, p. 109. 

" Remarkably good book on Indian banking. The author has a clear 
• grasp of the main principles and his patient and diligent study has given 
him mastery of tho subject which he expounds even to the uninitiated in 
simple and clear language.”— Sir B. N. Saima, B*-Exooutivo Council 
Jlamher, Government of India and President of the Railway Ratos 
Advisory Committee. 
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“ It ■will sor've both as a useful woi'k of reforonco and a dopendablo 
toxt-book. Dr. Rau. has gone thoroughly into ids subjoet, almost too 
thoroughly at plaees and piles up an imposing amount of .information and 
observations coUoctod from wido reading and long oxporionco in teach- 
ing. His book is quite as much a book on Indian banking as on banking 
and curroncy in general. Dr. Rau’s special contribution is an examina- 
tion with suggestions of his own of the question of a Central Bank of 
Issue for India. His treatment is sound and his swoop ■»vido considering 
tho fact that he wrote before the publicalion of the Banking Committee’s 
oxhaMtivo and weighty report. ” — The Ceylon Economic Journal, 
Decombor 1931. 

“ In his very oxtondod examination of tho conditions Mr. Rau gives 
a most interesting statement of tho mothods of indigenous bankers, 
past and present and traces tho development of tho European System 
such as it has boon from tho days of John Company. Written by one wlio 
has a thorough kno'wlodgo of conditions in India and of financial matters 
in general, tho book may bo commendod to tho student of monetary 
questions and it may bo added that the ■whole body of Mr. Rnu's sugges- 
tions are worthy of the considerations of controlling financial interests and 
of tho legislation. Tho plea that tho Indian system should bo brought into 
line with European models and as speedily as possible appears to bo 
thorouglily sound.” — The British Trade Meview, Novombor 1930,. p. 39. 

‘‘Mr. Rau writes with authority and sound knowledge. Besides being 
a descriptive and historical account of the Indian bonking system the 
book Under review offers constructive suggostions for the immediate and 
practical problems. The reader will not fail to secure a comprehensive 
and clear-cut impression of tho present-day banking system of India. 
A handy oomploto and reliable guide on this subject. "—The Bengal 
Co-operative Journal, October 1025, p. 139. • 

“Researches made by. Indian Economists in recent years have thrown 
considerable light on tho gradual development of banking in India from 
earliest times and much valuable infommtion on the subject will bo found 

in tho books published within the last five years by Ramaehandra 

Hau ” — The Central Banking Enquiry Committee Report, 1931, 

p. n. . , , , 

2. Elementary Banking, fcy the same’ author 
Demy. 8vo pp.209.. 1925; -Es. k .. 

This little book gives a clear idea of a Commercial Bank and 
its theory and estimates the economic importance of their 
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operations, viz., Bank deposits, Nqto-issuc, Drafts, Discounts, 
Loans and Advances, Investments and Acceptances. It "will bo 
a very useful book for commercial students who desire to under- 
stand the work of a bank — how it obtains its capital, how that 
capital is employed, how profits arise and are distributed and 
how again a Commercial Bonlc fails. 

“ It 13 clear and concise. ” — The American Economic Ecvictv. 


" A valuable handbook on Indian Banking. ” — The United Provinces 
Co-operative Journal. 


“ Wo liavo nil tbo essentials of n good text-book. ” — The re- 

forcnco to tlio text -books are sufficiont ovidonco of tlio up-to-dato cliarac- 
tor of the book — A substantial contribution to the rather loan litomtiiie 
on the subject. ” — The Enghahman, Bib August, 15)20. 


3. Economics of Leather Industry,by tiieaame 
aiitlior. Demy 8vo pp. 194. 1926. Rs. 2-8. 

In this book the author makes a careful economic survey of 
the existing sources of supply and deals with the economic 
importance of leather, causes of the decline of the indigenous 
leather industry, the expert trade of raw hides and skins and 
the possibilities of successful leather industry in this country. 
The book contains valuable suggestions for the improvement of 
the raw' material on which the economic life of variovis branches 
of leather industry depends. 


“ The Beries of tbo articles ought to be read generally by 

all mterestod in the industries and conunerce of India and particularly 

by those nho are concerned nith the leather industry and business, ” 

Modern Beinew, .\pril, Slay, June, 1926. 


“ The author is to be congratuloted upon producing a clear and 

complete exposition of tbo Indian trade and of India's ra-w materiniB, ro- 

sonrees and the characteristics of them the information it fur- 

nishes vnll bo intoresting and valuable tb the leather tmde universally 
and the vork forms an important addition to the trade’s technical 
Uterataro. —Hie Leather Tradea Review, lOth February, 1920. 



" Tho very n bio tv nd practical aionogmph — His sumtnnry of sug- 
gwtions d(HorvM to bo translated into tbo leading veruftculars of tho 
country."-— r/ie Mysore £co)wmic Jourvat, 

" A usoful glossary of tcnuit — ^Tlio book Blioidd provo unofu! to tboso 
intorestofl in llio ooonomie mdo of llioloathor induBlrioa in India.”— T/ie 
Hullttin of the Imperiat Institute, 

‘‘Tho Book is nltogothor intorosling and snggoslivo and tvould re- 
pay reading. " — The Indian Journal of Ecanomicf, 

" ProL ItnU’s vohimo ian great deni moro than a moroncndomio trea- 
ti«o. Ho keopa liitusclf in eloao contact with tho market place and is there- 
tore able to oftern number of BUggoalions which ryill certainly aorvo to 
Btimulato tho interest of those connected with tho trade in the hitherto 
unosplored possibilities of tho leather industry in India . ThtJ nppon- 
dices undoubtedly onlianco tho intent of tho book. Wo commend this 
hook to businessmon and students alike. ” — The United Provinces 
Co-operalivc Journal, July 11120. 

Book by the same author published by Messrs. 
Lai Chand & Sons, 76, Lower Circular Road, 
Calcutta and select opinions thereon. 

1. Organised Banking in the Days of John 
Company. Es. 12. 

SOME OPINIONS ON ORGANISED BANKING 
IN THE DAYS OF JOHN COMPANY. 

The Times of India — 

, “ deals in detail "with the history of banks 

in Bombay. Much infonnation concerning the earlier Joint- 
Stock Banlts and the indigenous banks of Bombay is contained 
in this book.” ' ' 
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A. B. Palrika — 

“ Dr Rau bos already ostabliabod his reputation as writer on 
a subject which though oi great intorost and use to us in our 
present requirements few Indians have tackled. It has boon 
written in a stylo Iroo from tho liberal uso oi technical terms 
and yet in a spirit of soiontific inquiry which is likely to bo of 
interest to those who want to study banking end of uso on tho 
other hand as a book of roforonco to those who have a mind 

to follow up tho researches embodied in the book 

Tho picture is materially useful and instruotivo.” 

Dr. B. B. DAS GUPTA, Ceylon University College, Colombo-^ 
“ You have dug out much interesting information and 
deserve to be congratulated for your painstaking work in tho 
early history of banking in Bombay.” 

MANU SUBEDAR, Author of the Minority Report, Indian 
Central Banking Enguiry Goinmittee and Vice-President, 
Indian Merchants Chamber, Bombay — 

“ A very valuable contribution to the understanding of the 
economic revolution which India suffered since the past in the 
hands of the East India Company. 

The book is of groat historical value and I am sure you 
have rendered great service to the community by yoar researohea 
in this direction.” 
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BOOKS BY THE SAMB'AtJTHOR. 




1. Elomcntary Banking 

2. - Economlca of tbo Leather Lidustry 

3. Prraont-Day Banking in India {3rd Kdilion) 

4. Organised Banicing in the Days of John 
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To he. ready eliorlly , 

1. Some Foreign Banking Systems and their 
Lessons to India, 


2. Economic Progress of India. 


BANKS AND THE MONEY MARKET. 

. LECTURE ONE. 

( 16 - 12 - 30 ) 

Briei? Definition. 

Briefly defined, tlie money market* is. the place 
wkere'THe^cLie" or surplus, funds or the floating 
cash of the important financial institutions of the 
nafiorr seek tempdf^^ je^Bym^„m. .bujdn^Tsuhh, 
short-dated securities as hiUs, treasury obligations 
and. bbher safe and short-tepn obfigatipns such- 
as cbmmefciai paper or are lent to. the stook^brokefs 
dn‘'an"avefage”f6r' a long period of spy en. days , as 
money h^ shbri hotice or on. day-to-day basis .ak call 
money. \ Bahlr bills, treasury obligations, taade bills 
PKa^tock-er^angeloansTconsTitute the^hief means; 
by, whLicE'th^e^^R^erm joanable„.resources-, fi 
an outlet. The money market constitute ;the 
^oundwork of the cbuntiiy’sVhational finance w^hose 
inain flexibility depends on fine diyisionof laboux,and 
capacity* for' adjusfment to changing financial condi- 1 
tiohs of society. ■ ' b , ' ’ ' ■ , * ' 

* It must be understood that the concept" of ai single money marTcrt with a' 

* common pool of funds means after all a composite systeni of over-lafpirig local- ' 
marbels itapbnsive,' however, to genyal influences. ■ 
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The Main Characteristics of the Shobt-tebm 
Loan Fund. 

"Eating the cake and having it too ” is evidently 
a very lucrative and desirable business and the 
banker periorms this selE-same task in the employ- 
ment of his funds as " call or short money. 
Coupled vith the advantage of earning o definite 
rate of interest, the call money furnishes the banker 
the opportunity to replenish his resenm at any tune 
when it is needed to meet unforeseen requirements or 
when any occasion arises for expanding his banking 
transactions. CaU money has therefore been aptly 
designated as the “ secondary reserve of banks ” 
and financial institutions. 

The PosmoN of the Money Market in the 
Banking Systeji. 

If the whole banking system of a country can 
be likened to a smoothly revolving wheel, the most 
important cog of this wheel is the money market. 
The short-term loan fund at the disposal of the money 
market might form a meagre portion of the total 
hankable resources of the country, but the money 
market is the pla ce where liquid money can be 
produced at the moment when it is needed. Beady 
^ cash for the immediate needs can be obtained ea^y 
at a few hours’ notice. As one distinguished autho- 
rity says “ mat a hank balance is to the individual 
the money market is to the countiy’s credit ^stem.” 
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. Seasonal Changes. 

Besides tlie liquidity of its funds, the other 
d ikiQCt ive. featore is the susceptibility of^^ite fun^' 
to constant changes as a result of the constant changes 
in the demand for funds. Business and trade 
demand would tend to draw funds away froin _the 
money market and when the monsoon imposes 
dullness dh human activity the funds flow back to 
the money market. Internal as well as international 
financial changes* tend to produce their effect on the 
loanable fxmds at the_ disposal of the money market. 
These forces tend to bring about a continuous acti- 
■vdty of fiinds. Some economists who pqsse^ "a 
mathematical frame of mind attempt to mea.^we 
it in a precise matiner. The turnover of b ank deposits 
dtrring the course of a year in ..an international 
market would tend to be greater than in the case of 
re^ricted domestic money markets. The perfect 
smoothness, quietness and resiliency vith which the 
turnover takes place speaks for the thorough organi- 
sation of the money market as a whole. It is not 
the mere smooth adjustment of the marginal supply 
'.of lunds to - the marginal demand- that ought to .be 
•the ideal of the ■ regulators of- the money market. 
Even heavy unexpected and extra demands for 
money ought to be supplied by the money market. 

* Hor example, a mere wrong reading of the London Stock Exchange indi- 
cator as regards a supposed change in the bank rate caused consternation in the 
London Slock ExchangCi which had its repurcussions in far off ' aieuMaeven.— — 
July 17th. 193!. ' ‘ ■ . , • ‘ . 
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Any iailuxe in tMs direction means abnormal tight- 
ness of money. The lack of elasticity of fimds in 
the money market would lead to the occurrence of 
this phenomenon which ought not to be mistaken for 
money panic, which means that money has become 
“frozen” and at such times even the best short- 
term securities cannot be easily sold in the money 
market. 

“ The Tinance Book ” oe the Baek. 

The bulk of the loanable short-term money is 
generally in the hands of the major Joint-Stock 
Banks of the country. These big Joint-Stock Banks 
usually keep a finance book in which are entered the 
balances at the hands of the Central Reserve Bank 
and other correspondent banks. Probable receipts 
during the course of the day are estimated and 
probable payments are calculated and set ofi against 
the above items. Of the available funds, a balance 
is usually kept with the Central Reserve Bank and 
ii anything extra is expected it would be generally 
set aside for use in the money market. Instead of 
this “notional surplus,” a deficiency might be 
anticipated and the Bank attempts to cover this by 
withdrawdng the “ demand loans ” from the money 
market. 


Reoulatoby Authority. 


Any tadivid^ and isolated action on tie pa 
: the Banks and financial instdtutionB wHch supp 
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tKe bulk of tbe funds would often result in financial 
stringency, wliicb unfortunately ,miglit be aggravated 
by timorous action on tbe part ot tbe public into a 
financial panic. Too optimistic an attitude on tbeir 
part would result in financial easiness or cheapness 
of money wbicb prompts tbe businessmen to make 
an unsafe and perilous use of tbe bank’s resources 
lent to them. A regulatory autbority, sucb as a 
Central Reserve Bank, would shoulder tbe responsi- 
bility of equating tbe supply of credit to tbe needed 
demand. Acting as tbe custodian of tbe pooled 
reserves of tbe nation and expanding tbe note and 
deposit liabilities it tends to provide the whole of 
tbe extra demand at reasonably steady money 
rates. Tbe comparative stability of tbe money rates 
all throughout tbe diSerent seasons indicates the 
urteUigent control of the loanable funds by the bank- 
ing system of the country tmder tbe organic influence 
and careful suggestion of tbe Central Reserve Bank. 

Day-to-day Rt-trcTDATiONS. 

Tbe day-to-day fluctuations of tbe call-loan 
rate of the Central Reserve Bank indicate plainly the 
frequency or otherwise of the individual borrowings 
or those of tbe other constituent members of tbe 
money market from the Central Reserve Bank. If , 
local money markets exercise a prill on tbe resources 
of tbe banks stationed in tbe national money markets 
these transmit tbe pressure to the Central Reserve 
Banlrr. . The rapidity with wbicb these demands are 
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satisfied speaks £oi tlie elasticity ol credit supply 
biouglit about by the C. R. Bank which, maintains 
its constant contact wth the money market through 
the borrowing banks. Tlhe financial stability oi the 
nation depends on the prompt adjustment of the 
Central Reserve Bank credit to satisfy the commercial 
and treasury requirements wduch produce their first 
effect on individual bank reserves and the money 
market. Though this ought to be the tendency 
in the ideal or advanced money markets of the world 
we do not mtness such a nice adjustment and balan- 
cing of the forces of demand and supply in the short- 
term loan markets of this country. Inter-bank call 
money rates indicate to a great extent the easiness or 
tightness of money in the short-term money market. 
But tjiere are many ‘‘ distortionsj’ and unexplainable 
tendencies in the somewhat chaotic organisation of 
the money markets of this country. 


The CoNSTlTTJENT hlEMBERS OE THE MONEY 
Market. 

'' "Viewed from the standpoint of the businessman 
the term "money m arket ” refers to the vast array of 
specialising institiitiom, "such as the banks. Stock 
"Exbhtinge’SrTSill-'brokCT^ acceptance houses, trust 
and finance companies Ind other'"^SciaIismg’'credit 
agencies whose main taslc is to supply the needed 
stock Of^ximney, h^t State or Commodity Mbnev 

otru^stitutesfortE^ega^nder-StateSoh^^^ 

^ representative money or Bank money They 
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biing al)out at tlie .same time an economical and 
^e tranter of tHe same to needy borrowers, i.e.y 
iniiEOoans’^tcrmdustry, teaSe^ and tbe Government 
for"' raeeting_;^en^jdem and for. - Workings capitaI„or 
loan capital o f ■ a m pre^.pennanent. character. Tbua 
tbe con^itnent members of tbe organfeed sa^ey 

Treasiury, tbe Stock Exchange and tbe Centr^ 

- Reserve Bankr^‘'"’”^~^'^''“'''^^ 


The Deal hole oe Modebe Baeks, 

Altbongb tbe above-mentioned functions are 
separate, yet in practice there is very little logical 
separation, for modem banks perform both tbo 
taslis, i.e,, of tbe accumulating of tbe monetary pool 
or stock and of transferring tbe same from tbe 
lethargic depositor to tbe go-abead and economi- 
cally ambitious borrower. Banks are “ tbe; largest 
professional lenders on short-term ” and tbe main 
problem of banking is a satisfactory discharge of 
these dual duties. Standard money, currency, and 
purchasing power are , sufficiently, well-known 
terms to tbe businessman and it • is tbe duty of tbe 
modem banks to create efficient bank money. The 
proper organisation of tbe various types of money 
for a proper discharge of its difierent, functions and 
the facibtation of'tbe investment of the savings of 
tbe community as new capital . at the naiural rate 
of interest' are the p:^ary duties of the banking 
system of tbe country. It is the bounden duty of 
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fho contxollor ol tlio banldag system to prevent ilic 
“ commercial uses ” of credit from being abnsed or 
turned into “ financial uses.” 'Jlio creation of sound 
*nd elastic credit conditions can always be olitained 
■whoa the banks adhere to the following golden rules 
•which ought to guide their action. Firstly, it is their 
4\rby to realise the true volmne of current savinge, 
;and by regulating the value and cost of new invest- 
Tuent make it move step by step or hand in hand 
■with the savings of the community. Secondly, 
the market rate of interest ebarged by the hankers 
has to be adjusted to the “ natural rat-e ’’ of interest. 
It is the duty of the banking system to secure 
the equilibrium between savings and investment. 
Without it there would ho no stability of the price* 
-level. The second condition is equally difficult 
to bo realised in actual practice. It is indeed true 
-that neither of these conditions can be actually 
^secured in the daily routine of business operations 
ol even the most highly developed hanking ^’•sterns. 
lAlthongh the .banking system might he thoroughly 
organised it cannot control the rate of investment 
dot both the volume and value oi current investment 
die absolutely outside the banker’s scope and his 
■suggestions are not generally heeded. Similarly, 
■the banking system’, unless it is intelligently guided*, 
' .^ains from lowering the rate of interest during 
the days of slump and does not 'raise it during the 
^ays of boom.'Thus itihtensifies the ampHtude of the 

tnd^rial fluctuations or the “ violence of the Idit 
.cycle as economistslwould put it. The inherent 
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inst.ability of credit is therefore a well-kno’mr jiheno- 
menon but it is the duty of the controller of the 
bahldng system to array all the forces at its command! 
and.by a well-directed use of those means at the right. 
time and in the right degree mitigate the hardships 
arising out of the fluctuations. Skilled monetary 
management on the part of the Central Eank in 
properly adjusting the market rate of interest, is the 
only '\yay of securing sound credit conditions and 
this is the most signal service that the Central 
Reserve Bank can confer on. the economic system of 
the country. If the chief Joint-Stock Bankers 
co-operate with the Central Reserve Bank and do 
not allow matters to pursue their own course, th& 
effects of disequilibria can be toned doum and the 
economic conditions of society rescued from dire 
evils which Avill adversely affect the national wealth. ■ 

The BlLlrBBOKEK. 

Tlie bill-broke r can be^defined.as the-qjecialised 
dealer or middleuian who ^royides a valuable link, 
between the general .trading public and the banlvs.. 
The bill-broker and discount houses consi der it th eir 
sp^ial duty to guarantee commercial credits. This. 
is~ a respectable and creditabie dut^ which”han give' 
scope to great activity on the part of these specialising; 
agents. The existence of an o pen discbu rlt^market 
and a rediscormting agency as tliat of a ^ni.ral 
T^iSve”Ba1flc‘r''emble these specialists to confine- 
thShselves to bili-broldng as their sole occupation.'' 
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Aucr.n'AJfon Ho^j-va 

Iti is the main ooncern oi tlu' llonw^i 

io open credits, accept bills and ]>repare them ior 
llie money market , A dovdojHnont of t bese lacii itiw 
•would provide tbe needed gxuiranus-d bills Avlvicb 
can bo absorbed in tbo oj>en di‘’connt mfsrbel or by 
tbo Central Banldng organisation oi ilie country. 
Besides iaoililating tbo negotiation oi bills, tbe 
financing oi trade between two centres is nlso 
taken np by tbcm. They bclp live foreign go^'em* 
■ments in floating loans in tbe monetary centre and 
act as tbciT agents. 

1 The Trust and Tinance Companies and t he I.ssue 
Houses iacilitato tbe invcst.inei\t. oi sjudngs and afford 
|a usetui introduction ol a number oi }mople to tbo 
‘practice of investing tbeir sa rings in industrial and 
commercial securities. 

The Stock Exebange is tbe xccognmed market 
\ for iuvcsfcmont. It tcIcts to tbe gmmxal stock market. 
\ and tbe provision of a Stock Exebange leads to tbe 
encouragement oi tbe investment Labit in general. 

Tbe Government oi tbe country can exerci'jc 
a dominant influence on tbe money market by rii-hie 
of tbo special features oi its finance policy. Tlic 
principal methods of Government borrowinw lor 
abortr.teim periods would have tbeir effect on tbe 
money market- 

Tbe Central Bank is tbe ultimate provider of 
cash for tbe money market when tbe supply of 
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floating cash in the hands of the Joint-Stoclc Banlcs. 
and other credit supplying agencies is far smaller 
ithan the demand for the same which may he exer- 
cised hy the Government, the banks, the bill-brokers 
and the Stock Exchange dealers. Just as it is its duty 
itoiwovide the deficiency, its duty is to absorb the 
'excess when such a contingency arises. Hence the 
i performance of this providential fimction has earned 
; for it the well-lmonm term “ shock-absorber”. Tlie 
I unceasing vigilance with which it performs its fimc- 
’) tions enables the country to escape severe distresa 
resulting from financial crises, except when these 
'• appear as concomitant features of industrial 
I booms or depressions. 

I have ventured to indicate briefly and place 
before you a coherent account of the salient functions 
of the difierent specialising credit agencies which 
ought to form the constituent members of the coun- 
try’s monetary organisation as a whole. Specialisa- 
tion, co-ordination on the part of the specialists 
and intelligent regulation of the same hy a super- 
visory body form the dominant features of the 
thoroughly organised money markets. Unhealthy 
rivalries and cut-throat competition axe eschewed 
altogether by the controlling, dominating and stabi- 
lismg influence of the Central Reserve Bank. At the 
top of the money market organisation and regulating 
• the money market which would otherwise degenerate 
-. into a “ tangled jungle of disorderly transactions ” 
stands the Central Reserve Bank correlating theic 
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activities and expanding and contxacting credit 
according to the needs of trade. If instruments of 
credit, such as hills of exchange, are accepted as 
suitable cover for the expansion of currency, tlie 
currency and credit needs of the country would be 
satisfactorily looked after. All si^ecialising banks 
keep an account with the Central Reserve Bank and 
tihrough them it can reach and assist the smallest 
■specialising credit unit in the country. 


The Indian Money LIarkets. 


The above analysis wHl make it abundantly clear 
that the~ fully-developed money market is, the most 
vital^ element in the jBnancial organisation of a 
country. Coming to our own country we find 
national as •^U'as local money markets. I^e former 
OTe to he found in the port centres^ while the latter 
are located in the district centres and other interior 
trading centres. Another hackneyed div^ion of the 
money market is the oft^^oted one, i.e., European 
money market and the "unorganised .mdigenous 
money marhet.* y^h ile the m oney markets at 
the ^ort' "centres consist oi both these divisions, 
those oi the interior possess the unorganised indi- 
genous constituents of the ^oney market alone 
It has become habitual on the part oi writers on 
Indian Emahce to speak of Bombay as “ th( 


Exqo’n Committee that the Guiratl. h, 
M«v«T..nnheMukm. Bazar, have them d.fferent rate,. Eveain the bazar the'r, 
ranol one rate nor .a .1 adequately controlled at all times hy the hank rate 
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Lombard Street ” of India. But the existence of 
other national money markets in .the chief metro- 
politan centres cannot he ignored. The close co- 
operation existing between the two divisions of the 
money market and the existence of firm money rates, 
as the result of keen competition on the part of 
specialising units, such as the Multani shroffs, really 
entitle it to deserve the dignified prestige ^yhich the 
term “ Lombard Street of India ” actually connotes. 
It is apparent that most of these mpney markets do 
noVpossess the close-knit organisation which a well- 
developed money market ought to possess. If the 
defects of the existing money markets are removed 
and steps taken to improve the banking system by 
providing the missing links, he., the creation' of 
specialising credit agencies, the lines of advance are 
open. But I can do no more than mention the 
salient defects of the existing money markets and 
indicate the possible remedies. It is for the different 
credit agencies to decide by what road and at what 
possible speed they determine to move. 

The National and the Local Money 
Markets. 

I Some strildng qualities differentiate the national 
ifrom the local money markets of our country. The 
'i dominance of the immigrant banking institutions and 
.the sectional character of the credit organisations' 
^re the twin features of the national money markets. 
The local, money markets are purely indigenous ? in 
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‘^oliaracter and ate as nnoxganised as fhe tmotganised 
‘indigenous members tvlio form tlie sole constituents 
of these money markets. 


The Domihai^ce of the Iscshgrakt Bahks. 

Little need be said to convince you of the 
detailed nature of the business of these members of 
the national money markets. All the imihigrant 
banks, be they European, American, Japanese or 
Dutch in ori^, conduct foreign exchange business. 
Their internal banlang business is increasing, though 
their advances are meant primarily for financing thr 
sea-borne trade. Each sectional agency of the 
national money market organisation limits itself tc 
a particular class of business and virtually remami 
independent in its ovrn sphere. The Imperial 
Bank of India, the foreign immigrant banks, the 
Indian Joint-Stock Banks, the Co-operative Banks 
and the indigenous bankers have carved out for 
themselves respective spheres of their own. 

SeCTIOKAL ORGASnSATIOX OF THE MOHEY 
hlABKETS. 

^ Acting as the custodian of the public funds,, 
managing the public debt work and carrying on 
Government treasury work at all its branches stands 
the Im perial Bank of India. Ckintrollmg the currency 
chests in every place where it has a branch it fa. 
cilitatesiniaind remittance and exchange operations. 
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The financing of internal , trade by purchasing 
demand drafts, drawn against produce despatche(^ 
needs no description. The financing of agricul- 
turists indirectly by granting loans on gold ornaments 
is a new in novat ion. Caring solely for the stability 
and fluidity of its resources it has aU along been 
•playing the part of a premier commercial bank of 
the country, coming into constant contact with the 
Joint-Stock Banks, shroffs or indigenous bankers and 
the co-operative credit societies. Without believing 
seriously most of the statements made by its critics 
it has to be recognised that some good use has been 
made of the facilities granted to it.* 

The Exchange Banks or the immigrant banks 
specialise in financing sea-borne trade, both import 
and export. A certain amount of competition has 
recently appeared both in the field of collecting 
•deposits and in the making, of advances and as full 
particulars of their business are never disclosed it 
is difficult to discuss the above complaint in all its 
bearings.! 

The Indian Joint-Stock Banks are mostly 
organised as banking companies .. and work , on 
conservative fines, adhering to strict commercial 

* See my Present-Day Banking in India, pp. 48-50 ; also C.,B. Enquiry 
Committee Report — Ch. Ill and Ch. XVIlI. ' • 

t Mr. Mann Subedar characterises their advent and manner of working 
as nothing short of " economic invasion ” of India— rCii. XII. and XIII of the 
Minority Report of the C B, Enquiry Committee, See aiao'my complaints aga'ntt 
the &chsnge Banks in my written Evidence'b:fore the'C. B. Enquiry Committee 
, and Teproduted in Appendix VII. '■ / ; •* ^ , C . ' ' 
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-banking principles, and attempt to satisfy the needs 
-of tkeir clientele ndtliout endangering tkeir position 
of liquidity. 

Next in importance come the indigenous 
bankers and shroffs who combine trade wth' bank- 
ing and do not sometimes hesitate to advance loans 
o n immovable nronert y even. The y hardly oYe t 
make it a policy to invite deposits. Thus most of 
the in^genons credit_agencies conduct their busmess 
with their brains but certainly not with other people’s 
money to such an extent as the modem Joint-^ock 
BanlS’’do. EvenJihe^Multani shroffs_who_.are-Ct>n- 
sidere^ a^pure^ mdigenpus bakers, though the 
basic idea of banking, i.e., deliberate inviting and 
acceptance of deposits, is not to be met with in 
their case, can scarcely be regarded as modem 
-bankers. Modem indigenous banking instead of 
specialising in one aspect of credit bas contented 
itself with the small and~ humble r61e_ of acting a's 
connecting hnks between the trading community 
arid the orgafused banks, conducting business 
on Western lines.. Inla nd exc hange ^and inland 
iemittance'"fom p^uHaxly the province of the 
inl^ehous Imnkets. Of the agencies specialising 
in the financing of agriculture, internal trade and 
small indi^tri^ of the local areas, these play a 
predominant' part.'*' 

v.-Olie Ck>-operative Credit Banks, wMch are a 
relatively recent innovation attempt to specialise in 
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making stort-term ' and intermediate credit require- 
ments’' available to the members of tbe societies. 
l%ey have not as yet established a close contact -with 
the money market. Call money is being taken from 
them by the Exchange' Banks, -^vhile it is not freely 
given to the Co-operative Central Banks. 

There are many other credit agencies -which 
grant advances to trade, commerce or for other 
purposes in the urban areas. The most common 
characteristic of these agencies is that they have not 
developed their financial system to such an extent 
as to invite outside deposits to supplement their 
ovm resources. 

Tl^e are th e wa ters of the diff erent m dw^e 
streams of credit, each flowing in its o\vh icircum- 
s'cribed channel andtE^ImpmaTB^^wfe 
at the apex, vainly strives to collect ^he waters 
ii^ a mighty^, ^•ream^ or reservoir and distribute it 
adequately to fertilise the fields of agriculture, trad e 
and industry of the country. 

■' Vbrv' Weak Correlation. . ' ' ’ 

There is at present very weak correlation between 
the operations of these different credit agencies. , 
system of enlightened co-operation or intelligent 
co-ordination exists between the Imperial Bank and 
the indigenous bankers, between the Iiiij)erial Bank 
and .the Exchange . Banlis, . between the Exchange, 
Banks and the Indian Joint Stock Banks, between 
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tlie 0>opexative Banks and the other credit agencies^ 
Th^o diSeient credit agencies rvork severally 3^ 
not collectively with the result that there has heen no 
development o£ an open discount market c>t ^ 
ordinated credit policy. This leads to an inelastic 
system oi credit which does not espiand or con 
tract in accordance with the interests of the busiaes 
oi the country. Except in the important mone, 
markets such as Calcutta, Madras, Bo^^haj 
CavmpoTe,B.angooh and Karachi, there is no eSectiV 
liaison between the indigenous money markets an 
the European money market. / 


AbSEKCE on llSTEnniGEXT EEGnijATlON. 

Lacking a genuine Central Beserve Bank, the 
regulation oi the money rates by means of the Baacils 
rate is unknown. Often one witnesses the pheno- 
menon of high bank rates and low call money rate! 
existing in the money markets oi our countiy.^ 
Day-to-day influences do certainly exercise pressim 
on Inter-Bank call money, but the present Impeiia 
Bank’s discount ox bank rates are no longer the ke 
rates, since the Government overshadows the mone 
market ^tk supplies of Treasury. Bills. There ] 
again no fixed relation between the diSexent money 


* “ The fact that a call rate of i per cent., a hun<M rale nf 3 per cent., i 

bank rale o(4percent.,aBoraWWraleforbill3of small traders of lOper cent 

«^t armnltaneonsly Indicatea the extmordmary aluggiatoesa of the flp, 
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cates and the bank rate of the Imperml Bank. 
the loan and overdraft rates are often made to rise 
by one per cent, along mth successive raisings of 
the bank rate there is no fixed relationsliip between 
the deposit rate of the banlcs and the Bank rate of the 
Imperial Bank of India. 

Another consequence attendant on the loose and 
disorganised state of the market arising out of the 
absence of a Central Reserve Banlc is the inelasticity 
of credit and any extra demand for seasonal currency 
is not met by the expansion of banlc credit except 
to a limited extent permitted by the cash reserves of 
the Banks and the seasonal currency exj^ansion per- 
mitted by the Paper Currency Act. Lack of tran- 
quility, i.c,, frequent changes in the money rates, is 
the chief result of tliis feature. The following table 
shows this feature. There is a great spread between 
the maximum and minimum banlc rates. 


Year. 

Maximum 
bant rate 
per cent. 

Minimum 
banU rate 
per cent. 

Average 
throughout 
the year. 

Average 
bonl: rate 
first half. 

Average bank 
rale recond 
half. 

1921 

7 

5 

5-573 

6-038 

5-108 

1922 

8 ' 

4 

5-821 

7-132 


1923 

8 


5-959 

. 7-419 

■ 4-5 

1924 

9 


6-682 

• '8-05 

■ 5-315 

1925 



5-643 

6-585 


(926 



4-825 

5-651 ' 

4 

1927 



5-732 

6-508 

4-956 . . 

1928 


5 

6-2 

6-945 

5-456’ 

1929 

8 

5 

6-333 

6-878 , 

5-788.. 

1930 

7 

5 

5-892 

6-503 

5-277 


. The Government and the Imperial Bank of India 
act as the dual authorities controlling currency, and 
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Gtedit. Working at cross purposes they genetaily 
fail to acliieve anytiiing solid in. tliis direction. Xke 
Government as cuiTenoy authority might attempt to 
deflate or inflate currency according to its tindex- 
standing of the domestic situation. No easing oi 
tightening of the money market would he resulting 
if the credit authorities were to deflate or inflate 
credit 3ust at the same time when the Government is 
moving in. the opposite direction. It is indeed true 
that the Government of India places the hullc of its 
treasury balances in the vaults of the Imperial Bank 
and mamtains only a few sub-treasuries of its own in 
the different portions of the country. Bnt by means 
of its treasury bill operations and the purchase of 
sterling the Government of India can influence the 
money market. 


Close Lsteklactkci oe GovEKiiESEEET astd 
Bnsn^Ess Bikaece. 

The close interlacing of Government and 
business finance under the guardianship of the Con- 
troller of Currency is another marked feature which 
does not exist in other countries where the Central 
Reserve Bank naturally provides remittance facilities 
and collects the Government revenue. Reference 
will be made to this feature when the facilities fox' 
the transfer of currency would be discussed in the 
next lecture. 
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LECTUBE ONE . 

The Lack ' oe Organised Discount SLarket. 

A regularly organised discount market does not 
exi^ in any of tlie money markets. Tlie trade 
acceptance credit wHch gives scope for the creation 
of genuine trade bills kas not been adopted in matters 
of internal trade, tbough an effective use of the accep- 
tance credit is made in the financing of our foreign 
trade. ■ Tbe bulk of the credit instruments circulat- 
ing iri the money market shoixld be genuine trade 
'bills, t.e., prime bills arising out of the acceptance 
credit principle. Indian Joint Stock Banks do not 
develop this acceptance credit in the matter of finan- 

■ ciug the internal trade requirements of their approved 
^customers, although they open such acceptance 
•credits on behalf of their customers so far as their 
•sterling requirements are concerned. Suitable 
oredit instruments have not been encom’aged and 
developed either by the Joint Stock Bankers or the 

■ indigenous bankers. Without the existence of theSe 
credit instruments no co-ordination can exist among 
the constituent members of the money market. 

Lack of . Reasonable ' Resources. . 

The lack of loanable resoruces on the part of the 
•banking authorities often compels -the Government 
' •of India to depend on external capital resources, ix., 
sterling loans as well as sterling treasury bills to 
•finance the capital expenditure requirements, and 
short-term needs of the Secretary of State for Lidia. 
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This slioY’s how imperative it is for us to develop the 
money power of the country by the existing banldng 
and financial institutions of our country. A prompt 
reconstruction of our money and capital resources 
should be undertaken without delay,* 

Lack of MonnATV of Funds. 

There is remarkable lack of free mobility of 
funds which are generally sent into the interior for 
the moving of the crops. These funds complete 
their cucuit flow rather slowly. Some portion o 
the funds finds its way quickly to the neighbouring 
treasuries and the railway centres. The retrun to 
the port centres in time to enable the banks to 
finance the export bills is not quick. This sluggish 
circulation of loanable funds in the mofiusil has to be 
remedied. It is not mere increase in the volume 
of loanable funds that is necessary in the matter of 
out agricultural finance but an increase in the velo- 
city of circulation of these loanable funds is required. 

CoucnusiOTsr. 

The,question of the reorganisation of the loosely.- 
knit money markets and the provision of the missing 

* 0( late tlicre has been an increase in tbe sbort-term liabilities of tbi 
Government Treasury Bills (Rupee) which are being held by tbe foreign capitalist' 
to tbe extent of 60 crores of rupees. This increase in tbe direction of Oversea' 
indebtedness of tbe Indian Money Market without corresponding assets must sent 
as a warning that the financial stability of tbe country is being gravely endangered 
A healthy progressive national economy cannot be forthcoming out of increasini 
liort-term liaViVitUs on iKe pail of ihe State. 


LECTURE OITE 


23 


links, sucn as tlie bill-broker, tbe acceptance boxise, 
tlie biU market and a Central Reserve Bank, would 
tend to make tke organisation oi tbe money markets 
ratber compact. Tbe existing credit agencies of tbe 
money markets sbould not only be allowed to exist 
butproper means for tbeii fatur e development sbould 
be cbalked out, so that tbeir place in tbe future 
banking system of our country is assured and eacb 
specialising credit agency sbould contribute its ovm 
quota to evolve a sound and stable national jcredit 
sy^em for tbe country as a whole. Greater efficiency 
in tbe money markets can only be realised„by 
increased' resources, greater . freedom on tbe ,p.art 
of tbe C. R. Banlc in creating and . controlling- tbe 
banks’ cask, and co-operation of tbe Jomt^tock 
Baffics witb tbe C. R. Bank in malring .its policy 
effective. 



LECTURE TWO. 


( 16 - 1 - 31 ) 

Expansion and Contraction of Present-Day 
Currency. 

What is Monhy. 

Society depends on exchange and tliere can be 
no facDitation of exchange nitbout the regidar 
of money. Society must have “ true” or ” good 
or “ sound money.” Though the older economists 
like J. S. !MiI), Jevons and the “ Welfare economists ” 
of the American school belittle the economic impor- 
tance of money and condemn it as one form of base 
materialism, it has, however, to be candidly recognised 
that money has become the central interest of 
modem life and the real part that money plays in a 
pecnniary society such as ours can best be under- 
stood if it is realised tbat our civilisation, which is 
solely resting on a cash and credit basis, would receive 
a set-back, if the value of money, on wbicb tbe cash 
and credit system is dependent, became suddenly 
altered. Money is tbe pivot round wliich human 
ambitions, interests and activities revolve, v 

Bestjots oe TJkstablh Money.. 

The contractual basis of the modern economic 
system wouldhe vitiatedif the value of money tended' 
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towards instability. The different classes of society 
would be affected in different ways if tbe standard 
of value does not possess constant pxircliasing 
p ower . As modern large-scale production in society 
requires long time to produce the finished article, 
there should be tolerable certainty that unexpected 
changes in the value of money would not ifiace the 
various parties to the long-term contracts in a 
dfeadvantageous position. Any standard, be it 
metallic or paper, be it monometallic, or bimetaUic 
or of a composite nature in form, must possess this 
indispensable quality of steadiness in -v^ue' bver 
comparatively long periods of tune. The value 
of money, as in the case of most other articles, 
remains steady if there is neither overproduction nor 
underproduction ■with reference to the demand for it. 
The duty of the citcrency authorities is neither to 
oversupply society -with money which would lead 
to a fall in the value of money, i,e., rise of prices of 
commodities nor undersupply the society with 
money, for in this case it would raise the value of 
money, f.e., fall of prices of commodities would take 
place. 

Pboimpt Elastiotty. - 

The demand for money on the part of any dyna- 
mic, society would not be the same, all throughout 
tl\e year or a period of years. Seasonal; cyclical, 
secular or long-period and abnonnal changes, such 
as .war would occur in the conditions of society and 
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tlie prudence o£ tlie currency autliority in sociely 
must be exercised in such a way tbat currency is 
being created in tbe requisite form and amount and 
at a cost ujbicli is not prohibitive. Any failure m 
this direction makes the currency system inelastic. 
Any composite standard for all currency standards 
are now composite in form cannot hope to promptly 
expand the metallic form or the standard made to 
expand to suit the requirements of society. £Che 
State is in charge of the standard money or converti- 
ble legal tender money that might be issued by il" 
and the banking system is entrusted with the duty of 
creating this representative money or bank money 
or cheque currency' on the hasis| of the standard 
money or convertible legal tender paper money held 
by them, i.e., the “ iciheErent instability ” of bank or 
credit money is to he hold under check by the metaUio 
or standard money or the convertible legal tender 
money existing in • society. But unfortunately 
excessive adherence to this rigid ratio of legal tender 
money adopted by the Central banks has tended 
to retard industrial iirogress and economic prosperity. 


Mouerx Money is a Three-legged Stool. 

Any modern society possesses money wliich can 
be aptly compared vith a tliree-legged stool — gold or 
metallic standard money, legal tender paper money 
r CQnvextihlo;^ into 7 metallic^ standard money and 
deposit currency or cheque currency. It so happens 
that tliis tMrd constituent now overshadows the 
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others ajidforms sis to eight times the size of standard 
as. well* as legal tender jjaper money, ie., banknotes. 
To quote the Bight Hon’ble Beginald McKenna 
“ It is the tail that Avags the dog. ” Except for 
wages and retail payments no metallic money is used. 
Bank money forms the bulk of the purchasing powra: 
media which circulates in any society, AH the 
three constituents can be subjected to inflation or 
deflation. Gold inflation occurs if more gold mines 
are discovered. Paper money, i.e., bank note issues 
become inflated if less gold is kept as reserve. 
Deposit currency tends to become inflated if a loAver 
cash ratio is adopted by the clearing banks. All 
these can take place in times of peace no less than 
in times of war. The same is the case with deflation, 
be it gold, notes or cheques. Gold deflation takes 
place if fthe mines become [exhausted. Paper- 
deflation becomes possible, as for example after . 
the war, by resuming gold payments. Credit money 
is deflated if banks restrict credit. The Govern- 
ment, the gold mines and the banldng policies are 
the chief regulatory influences of 'the amount and 
the value of money hr any society. This money 
stream should be kept comparatively steady and must 
conform to the requirements of demand, i.e., the 
goods stream produced in any society. 

^ •The machinery of the money market must always be adapted to the pro- 
gressive changes taking place in the positions occupied by the notes,' gold and the 
cheques. The recent MacMillan Report exhorts the London Money Market to be 
conforming itself more and more to such rapid changes taking place in the 
poBitJon o{ notes and cheques. ■ ' . • ' < ^ ■ 
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The Requisites oe Sound Money. 

The expansibility ox contxac.tMty__ p£ money 
should be so secured that tbe value .ol money Jsjiot 
thereby affected. To be more precise, inon^’’Jn^he 
process oi expansion ought not to destaoy ,its„oivTi 
virtue. Paper money and credit inflation woulfl 
destroy the value of gold money itselE as we have 
seen in the case of tbe recent War. Steadine^ffi 
the value of money is tbe primary requisite 
prompt elasticity of tbe «mve_to. satisfy the, genuine 
requirements of the people in society .ought..to . , he 

the~secondary requisite of money. 

Without such ideal qualities any kind of money, 
be it commodity money ox paper money or credh 
currency, cannot produce beneficial consequences 
on society'. Social justice, so cial content ment wod 
social efS-ci ency are t^ direct result s .of t he. existen ce. 
of sound money. 

DiascRiPTiox or the Presext-bay Currency 
Systesi oe this Country. 

Let me descend from the cloud-land of principles . 
to the concrete details of the present currency 
standard of this country. Considerations of time 
do not permit me to delve deeply into the historical 
development of our present currency system. Even 
the deserption of the present-day currency system 
would only be brief and mention would be made of 
some ot Its salient features, some of its deficiencies 
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and a few possible remedies for removing these 
defects. 


The Curkency Authority. . 

The Government of India is the currency 
authority. It issues the paper rupee currency* 
which forms a part of our standard money. It 
manages the gold bullion standard introduced into 
the country by Act W of 1927. It undertakes 
remittance work, exchange work and evenbanldng 
business. 

Our ‘ Paper Currency Organisation. 

Organised as Government issue in 1861, the 
present paper currency consisting of the denomina- 
tions of Es. 5, 10, 50, 100, 500, 1,000, 10,000 of which 
the, first four denominations are universal legal 
tender, has been playing an increasing part since 1917 
in the currency system of this country. Barring the 
fiduciary issue which is mostly based on the Govern- 
ment securities, the rest is usually based rupee for 
rupee on silver and gold coin or bullion. But 
it could neither be decreased readily in the slack 
seasons "and lean years nor increased readily in busy 
seasons and periods of emergency. Our., paper 
money neither constituted the buUc of our currency 
nor did it possess any element giving it the power of 

* Although repeated suggestions are being made to remonetise silver, the 
plan does not seem advisable. See Appendix I entitled the Remonetisation of Silver. 
Paper published in the Indian Journal oj Ewr.omia. See also my articles cn the 
Stabilisation of Silver published in the ‘Advance." 
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expansion adequate to meet any seasonal Ijusme^ 
needs. A land oi currency paralysis was tire main 
disease affecting tlie nation’s business organisation 
and equipment. 

Constant tinkering of tbo composition of tke 
paper currency reserve enabled tbe Government to 
expand our paper currency to satisfy tbe Avnr-time 
requirements. But tbe process of currency edncation 
once forced upon tbe country as a war-time benefit 
soon proved to be a blessing. Since 1923 tbe new 
principle oi basing qiaper money on bills of excbango 
has been adopted but tbeie bas been limited 
elasticity, v^lncb was also obtaiaed at ratber a 
st’ifi price, i.e., released wben tbe bank rate toso to a 
‘bigb level of six and seven per cent. This ri^^ 
inflexible paper currency cannot satisfy our nation’s 
requirements so far as its business continues to 
depend mainly on agriculture, wHcb requires seasonal 
expansion and contraction of a bigbly flexible 
cbaractex. Tbe -wasteful policy of separation of 
reserves, i,e., tbe gold standard reserve, tbe paper 
cnrrency reserve and tbe casb balances, still exists 
and a lack of statutory definitions gave scope to 
constant shifting and ultra-currency uses were very 
generally performed at least in tbe past. Tbe idea of 
a separate trust fund did not exercise muob fascina- 
tion on tbe Government of India and non-currencv 
uses -were developed out of tbe P. 0. Reserve. Even 
ttos Me houi too much dependence seems to be 
placed on sdtei though the people haye o£ late been 



LECTUKE TWO 


31 


shoving tLeir preference to use paper instead of the 
silver rupee. These are returning from the hoards 
which are being liquidated. 

The CoEOEPTioN oe the Goed BniiLioN StatsTdaei). 

The other features of the gold bullion standard 
ought now to be visualised. There is firstly the free 
movement of gold bullion into and out of the currency 
system of the country. The silver rupees and notes 
are convertible into gold bullion. The currency 
authority has to buy and sell gold bullion at fixed 
prices in the minimum prescribed limits. Tlie old 
silver rupee is unlimited legal tender and it is con- 
vertible into gold bullion at Is. 6d. (gold) ratio for 
any purpose. The standard monetary unit itself, is 
the imaginary gold rupee of 8*47512 grains of gold in 
weight. This fijced-weight gold ru^Dee is not minted 
nor is the gold sovereign nor the half-sovereign legal 
tender as in the years prior to 1927. There is no 
Central Bank of Issue which is empowered to act as 
the sole agent for the Mint or to buy and sell gold, 
bullion for legal tender money at the Mint price 
of gold. The , most essential features of the. gold' 
bullion ^andard are conspicuous by their absence. 
The market price of gold would always differ it there 
is an overissue of paper money and in order to see 
that the market price does not differ from the Mint' 
price, the Bank is always made to buy . and sell gold 
bullion for legal tender money at the hEnt prite of 

gold.- . ■ . " '■ 
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li tlio maikct price oi gold is rising, legal tender 
notes will bo presented iotbo Central Bank and gol^ 
bnllion obtained at tbe fixed Mint price, and tMs 
■would tend automatically to jjuU down tbe market 
price lor gold 'till it is on a x^ar ndtb tlic Mint price 
for gold. The banlc note issues would be guided in 
practice by the market price lor gold. It would have 
to increase the notes if the market price tends to fall. 
It would have to decrease the notes if tljo market 
price for gold shorved a tendency to rise. Without 
this careful issuing of notes the pull on its gold 
resomces caimot be avoided. 

The absence oi a Central Bank of Issue acting 
as tlie solo agent for the Mint means the policy of 
economising the gold has not heen ijuisued to a great 
extent. Without this clause the C. B. Bank vill not 
hny and sell gold. Even without this clause thfe 0. 
B. Bank con sell gold at a fixed price and if the Mint 
buys gold, people nill be able to sell gold to it 
and secure gold coin from the Mint, x>romded the 
Mint is not either closed or the C. B. Bank has 
refused to huy the gold. 


The Defects of the Present-uay Gold Bullion 
tSTAKDABB. 

The vulnerahilitv of the Indian 

if the price of silver were to rise to 48^ 

. , 1 IT, ^ an ounce has 

That atte^pj: 
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siiVet bullion by tlie Govexmnent of India.* Tlio 
absence of tlie impoxtant features of ' a real gold 
bullion standard makes tire critics refer to tke present 
currency standard as tke ''hardened ” gold exchange 
standard, for’ the Government can instead of parting 
rvith gold bullion give sterling orders in exchange at 

- 49 

a fixed price for every rupee. A rate of Is. 5 

has been notified as the Government’s selling rate 
for sterling to meet these obligations. 

The free entry of gold bullion into and out of 
the currency s^'^stem has been evidently arranged for 
under the following provisions which require that 
the Government should purchase gold at a price of 
Rs. 21-3-10 per tola of fine gold in the form of bars 
containing not less than 40 tolas and would seE gold, 
or, at the option of the Government, sterling, for 
•immediate delivery in London at the. same price 
after allowing for the nominal cost of transport from 
Bombay to London.! The free flow of gold, can 
be impeded if the purchase of sterling is done for the 
Paper Currency Department (see Purchase of Ster- 
ling Operations on 14th January 1928). There are 

* About 101 millions (fine ounces) of silver svere sold by the Government of 
India since 1927 to the end of March 1931. (Report of. the Controller; of 
Currency, 1930-32, p. 12). 

t The conditions concerning the sale of gold have been much misiinderslood. 
The costs of importation and of any deviation in the value of currency from its gold 
parity, are to he reckoned by the currency authority. Unless these are added, the 
' cunency authority would have to sell gold in all ordinary circumstances and thi^' 
destroy the wholesale mUon market.^ '.Allthisis justifiable-, for it is evidently not ' 
duty of tbe Government to sell gold for non-currency purposes .thus burden , 

itself with another task for. which it Is least fit. - 

■ 3 . • . ■■ ■■ 
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Lowcvet instances wliicli go to prove that the 
tendering of gold bullion to the Government did take 
place and paper currency rvas expanded as soon as 
the rate of exchange rose to the upper gold point. 
Prom November 1028 to January 1929 the tender of 
sovereigns took place and an expansion of one crore 
•of paper currency was secured against gold. 

Expansion and Contraction in the Eeal Gold 
Bullion Standard. 


Tlie expansion and contraction of currency in 
the real gold buUion standard would talco place as 
’follows. ^ Gold bars would be pre.'^ented and internal 
money, ^ e., notes or rupees, would be expanded 
against thesame. The purchase of gold bars from the 
Central Bank would ^ tend to draw away internal 
•money\anda contraction of the same would follow. 

As the present-day Indian Oun-emw i 

is not a real gold bullion standard -i ^ - 

'above description of it. one ha<; + ' lo the 

maeans of expausion or contraction^’tl'”' 

-the Government, f.e., the currency autr' 
country, ^ ^’'Uthority of the 


^Ebesent-day htETHOns OP 

„ . „ Seoukkg Eep^-sioh, 

It TS often- stated that +|,„ -o 

“i^stem is inelastic by virhio f • Currency 

"the Bixed Biduciaiy pjgjj ? heiog based on 
.<^heqae currency ha., ^on-development 

m auy Eadioal this ineksti- 

3hese .self-same critics 
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point, out that the emergency currency xirovision of 
12 crores against hundics at a scheduled rate is the 
only attempt on the part of the Government to 
provide emergency currency. The minting of rupees 
is no longer to he done even for Goveriuiient 
purposes, for "the gradual dethronement of the 
rupee” is a settled fact under the gold bullion 
^andard system. Elastic bank paper is no longer 
the prevailing feature, for the Central Reserve Bank, 
which ought to issue it, has not been created as yet. 
So it has often been emphasised by these critics that 
there is no suitable provision to expand currency even, 
for seasonal requhements. 

(<i) Without entering into any serious criticism of 
the ■\news of the Government with reference to 'the 
supply of emergency currency based on the Imndi 
bacldng during the peak months of the busy season, 
it must be pointed out that the one and only wish of 
the Government of India is not to inconvenience the 
money market by looking up funds and maldng them 
unavailable to the money market. The present 
policy is to keep the barest possible resources in the 
sub -treasuries and place every available rupee as a 
bank balance, . - 

(6) Besides this maldng 'of Government revenue 
'a merchandise product on the part of the bank the 
policy is to arrange the maturity of the treasury bills 
in such a way as to poxtr additional funds, into the 
, money rharkbt at the time of the busy .season. 
Taking the rate of exchange tliis day- (January 12th, 
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1931) in tlio Calcnlla Money Jltirket, wliicli can 
fairly be described as the microcosm of ihc bigger 
financial world, it is l5. for the rupee, Iiixchango 
is far below' the gold cx]ioTt point which would not 
have been the case but lor export inactivity and the 
offer of high rates for treasury bills which arc tempt- 
ing the operators to draw the cheap funds from 
London for purchasing the Rupee treasury bilk. 
The scarcity ol export bills bas forced the Govern- 
ment to support exchange by every means. But in 
other years when export activity was brisk and the 
financing of export bills moimt tightening of the 
money rates, the x>olicy was always to release funds 
by the purchase of sterling. The maturity of the 
treasury bills was also arranged wltli a xnow to case 
the money position in the bn^ season. 

(c) Again, the purebasG of sterling releases rupee 
resources and cases the monetary situation, for it 
tends to increase the rupee resources of the Exchange 
Banks wMle there is a corresponding deficit of their 
sterling balances in England. Heeding rupees in 
the busy season to buy more export bills they w-ould 
be too willing to welcome tins policy of purchase of 
sterling, the initiative of which rests rvith the Con- 
troller of Currency. The floating supply of credit 
can thus he augmented by the purchase of sterling 
and no acute monetary strmgency or panic need be 
felt. Only mere tightness of money might be 
evidenced. ° 


/ 


tenaering of gold bullion or 
BOTOorgof in tie paper cnireney reserve and securing 
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paper currency is feasible as soon as tbe Excliange 
Banlcs. find it profitable to import gold into India 
i.c.y as soon as the gold import jooint is xeacbed. 
Rupee resources are thereby secured. This principle 
of issuing notes payable in silver against gold tendered 
was adopted long ago in 1893 and contributed a 
good deal towards securing permanent expansion 
of the domestic currency. Against gold received 
in England by the Secretary of State for India 
paper currency was usually released in this country.- 
Again, notes might be issued against the return of 
Rupees from the circulation. In the year 1930-1931, 
notes to the value of 1,381 lakhs were created against 
silver rupees returned from circulation. This is 
nothing but interchange of one land of legal tender 
•currency for another. 

(e) Another method of increasing the Imperial 
Bank’s balances and thereby enabling it to ^ant 
■additional credit in the busy season, is the trans- 
ferability of the funds from the Home Treasury in 
October, November and December to the Indian 
treasury balance kept in the vaults of the Imperial 
Bank. ; This is . generally done by placing the 
sterling securities in the Home branch of the P. 0. 
Reserve and a corresponding expansion is made of 
the P. C. issued and placed in the hands of the 
Imperial Bank; During 1923-1924 about 12 crores 
of cash balances in India were thus added according 
to the above method. In 1924-1925 . six crores 
worth of British treasury bills were' -placed in the 
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Home brancli of the P. C. Heseive and currency 
notes released into the cash balances in India. 

(f) Paper currency can be issued against the 
issue of Indian treasury bids. This leads to expan- 
sion of paper currency and a discharge of the same 
would mean contraction. 


(g) In the previous years the issuing of currency 
against ad lioo securities was freely resorted to. Evi- 
dently, it seems to have gromi into disfavour, as it 
ought to be, for it is not based on gold or quasi-gold 
assets. But there is no Imonung whether it may be 
resorted to in the futiue or not. 


{li) It remittance were to be made to the 
Secretary of State, he., Home Treasury tlirough the 
Paper Currency Reserve instead of the Treasury, 
inflation would be the result and a corre^onding 
deflation would have to be brought about as early as 
possible. To be more explicit, when Council drafts 
were sold and the proceeds credited to the Currency 
Reserve in London an equivalent amount of notes 
were released from the Controller’s office in India. 
This could be done since 1905 for the sterling secu- 
rities- or- r^erve as part of the P. C. Reserve was 
established in that year. This was done and could 
be done' till 1925 when the new method of the 
purchase of sterling was adopted. 


Pmahy, the Government of India can increase 
the fiduciary portion of the note issue by virtue 
o^he 1925 P. G. Amendment Act from 85 orores to 
100 orores and thus judiciously expand P. C. in 
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India to ease tlie monetary situation. Tlie figure- 
of tlie fiduciary portion has been fixed at a Mgk 
maximum and there is the possibility of securing 
additional P. 0. needed for the long periods according 
to the existing P. G. Act and 1925 amendment of 
the same. This expansion might be against sterling 
securities or rupee securiti^ of the Government of 
India. The principle of proportional system 
accepted by Government in the P. C. Act of 1920, 

1 923 and 1925 makes the paper currency system more 
elastic than it used to be in the pre-war currency 
system. 

Thus there are several methods of expansion 
which might be taken up according to the feasibility 
and advisability of the method.* All these avenues, 
of expansion are merely instances of medieeval 
methods of finance and some of them take on the 
appearance of " barefaced inflation” of the Printing- 
Press kind, pursued in this country in this enlightened; 
twentieth century. The best, way of remedying the 
inelasticity of currency and credit during the busy- 
season is to create a Central Bank of Issue. Without, 
a Central Bank of Issue consciously managing- 
the currency system in the wider interests of the- 
country, seasonal variations cannot be adequately 

* As no additional currency could be created against ad hoes and as- 
bills of eaebange were not to be bad in abundance the practice of creating addii 
tional paper currency issue against Government securitits deposited in the hand' 
of the Controller of Currency by the Imperial Bank was resorted to. It is 
anomalous to see why this privilege ought to be extended to the Imperial Bank 
when the very same bank refuses to lend to the Joint Stock Banks- on the self-, 
same seeuritits at favourable rates even during the busy season. 
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piovided tox witliout increasing the cost of the 
additional accommodation. This is tlie way in 
'which the Dominions of the British Empire, nith the 
■exception of Canada, have solved their emergency 
currency problems arising out of seasonal variations 
for currency. But even in Canada additional 
note-issues can he made during the seasonal quarters 
hy the diSerent hanlcs and elasticity is concerning 
itself rvith the gro'wth of the internal trade no less 
than the external trade. In India, however, it is 
the external trade requirements alone that are looked 
after properly by the present-daj elasticity. Much 
more has to he done in this direction before it can he 
stated that internal trade financing is properly looked 
after. 

So much for expansion. Now let me proceed to 
•discuss the deflationary methods, i.e., methods to 
contract the currency. Enlightened methods of 
contraction are necessary for money expanded 
during the busy season has necessarily to be auto- 
matically contracted in the slack season. As it is 
not bank money rvith powers of automatic 
contraction, that is used for seasonal expansion 
purposes, reliance on prompt return of the expanded 
funds cannot be placed. Some easily enforcible 
methods of contraction would have to he developed 
to drain away the surplus funds acting as a ''drug” 
in the money market. ® 


I'l 1 ® ‘i® money 

''^’on for the purpose at 
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. mopping up of tlie surplus is a recognisable 
e^Dedient free from criticism, for it is just at that 
time tlie Grovemment needs resources to meet its 
expenditure. 

(6) The contraction of paper currency issued 
against ad hoc securities or rupee securities is also 
another well-lmo’vsm plienomenon. In addition to 
this method, the contraction of currency issued 
against sterling seciu'ities which are transferred to 
the Home Treasury of the Secretary of State must 
also be recognised.* The Government contraction 
of currency during 1930-1931 was to the extent 
of 4(^1 crores of rupees and S-J- crores against 
sterling securities, 29 crores against rupee'' secmities 
and 8^ crores against gold. 

^ (c) The repaying of emergency loans by the 

perial Bank to the Controller of Currency destroys 
the emergency paper currency issued against internal 
bihs of exchange or Jmndies. Again the Government 
might suggest the raising of the Imperial Bank rate 
to a higher figure in spite of a favourable cash 
position as was done on 30th October 1929.t 

^ (d) It is often considered that the sale of 

reasury bills in larger amounts than the actual 
maturities during the course of the week leads ; to 


,1 Secretary of State needs them for his i'terling expenditure and when 

he sterling secnrtttes arc transferred to the Home Treasury there ia can- 
■ceilafion of paper currency in India. 

rt, ^ ■"■“s ot 30 crores and there was no monetary stringency 

_ monej rate was about two per cent, aiul the. busy season did hot 

Commence, as yet. 
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coutxaction or absorption o£ currency and credit xn 
the markets. But no definite conclusion can gene- 
rally be draxvn as regards, the origin ol the funds 
invested in the rupee treasury bills, K foreigners 
are interested in the purchase of the ruixee treasxxry 
biUs as a result of their ability to secure cheap funds 
for a comparatively long period as is the ease at 
present (December 1030) it cannot be inferred 
under these conditions that a conti-action of domestic 
resources has taken place. The discharge of the 
Indian treasury bills in the B. C. -Reserve however 
means contraction of currency, 

(e) The sale of reverse drafts or sterling by the 
Government leads to the absorption of rupees and 
paper currency and this contraction leads to a rise 
in their internal value and the depreciation in the 
external value would be checked. 

The exchange rate tends to become steadied 
at the gold e:^ort point of the country. The policy 
of -rarefying currency by the sale of reverse, couneik 
leads to the strengthening of the exchange value of 
the rupee. 

r 

(/) If the tr^fer of gold bullion or silver bullion, 
for sale is pursued, it would bring about the peeded 
contraction of paper currency. A Central Bank 
pursuing this policy of selling securities to ‘'mop up ” 
the surplus is said to be pursuing the " open market 
operations”. The Government of India is now 
selling silver as a result of the recommendations of 
the Hilton Young Commission, This would be- 
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leading to tlie contraction of silver rupees and paper' 
currency- if it were to be done in tbe closed markets 
of India. But if silver were to be sold in London 
and tbe proceeds utilised for buying liquid gold as a 
preparatory measure for securing increased gold' 
resources needed as tbe backing of tbe casb reserve 
of tbe Central Bank it would be welcomed. 

So long as deflation of currency is needed as a 
result of slack business conditions and as a result of 
tbe bigb pricedevel in tbe country wben compared 
witb other countries and lower physical volume of 
production in tbe country there ought to be and, 
there would be no murmur. But forcible deflation 
to meet such extra-currency ideals as tbe buttressing 
of , exchange policy i.e., tbe maintenance of tbe ex- 
change ratio is bound to be resented and would have 
its disastrous influence felt on industry and the 
agriculturists. • . , 

“ The Goods Streaji. ” 

All this expansion and contraction ' is done 
without any reference to tbe “ Goods Streani ” oii 
tbe other side. Unless this economic data is com- 
piled witb reference to tbe physical volume of 
production, tbe records of unemployment and the 
statistics of stocks and the Central Banking policies 
are framed vutb tbe above object’ in view, the 
attainment of relative st'abiltiation with ,all its 
..concomitant advantages would not be realised. .The 
creation of a Central Bank of Issue endowed with the 
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pri\Tlegc oi elastic note-issue, part of -which can he 
based on trade bills, is essential for lolcrahlc currency 
stability. It alone can secure the proper infomra- 
tion concerning the stocks of goods, the movement 
of goods into the hands of final purchasers and the 
velocity of the goods and credit, should he controlled 
in the light of the above data. 


RmnTTAKcn “Work, of Tim Govekxjuest. 

It has already been stated that the Government 
of India undertakes remittance hnsine.?s on a large 
scale so as to minimise the unnecessary flow of silver 
money from one part of the country to another. 
Registered Insured post, the postal money order, 
the cutting of notes into two halves and sending each 
by registered post (-which has recently been prohi- 
bited) are -well-lmown to all students of currency. 
The Government balances aid the people in the 
matter oi their remittances. Telegraphic transfers 
(mamxum nmoxOA Rs. 6,000) aie issued agate* 
a ounenoy chest or treasury another place where 
th«e K no branch oj the Imperial Bant. Supply 
bibs (mi^um amount Es. 1,000) are oidels sent 
by post cbieotmg payment liom the sub-treasury or 
tr^sury balance Co-operative societies are given 

ae jeoial privrlege of mating nse of remittlnoe 
-transfer receipts. SiimlaTlv m . miTOance 

to buy or seU 

Rient Treasury secure free remittt 

remittance transfer receipts TV tWghfree 
eceipts. This interlacing of 
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Government and business finance is a doubleblessing. 
Eiestly, it enables tbe Government to transfer revenue 
from inland centres to tbe metropolitan centres 
where tbe bulk of its expenditure bas to be incurred, 
•and secondly, tbe commercial public wbo wisb to 
bave tbeir money in tbe inland centres would be 
willing to close with tbe Government offers. 

Cheap ahd Speedy Means op Reiiittance. 

Considering, tbe vast extent of tbe territory and 
tbe present inadequate facilities for tbe speedy remit- 
tance of money at cheap rates, it is advisable that a 
well developed banking system should take up this 
work and . transfers through banks would be. far 
better than 'anything else. It is indeed true that 
postal orders, postal cheque accounts, giro accounts 
and postal traveller’s letters of credit, reduction in 
tbe amount of currency transfers fromRs. j5,000 ,to 
Rs. 1,000 limit and in tbe case of supply bills from 
Rs. 1,000 to rupees 600 (and even broken amounts 
should be transferred under these headings)' can be 
developed as cheap and suitable means of remittance, 
but these are inferior to bank drafts and cheques and 
bills of exchange which can be cleared and collected 
through a Clearing House .System which acts as. a 
collecting agency at the same time. • 

Oentrad Bank op Issue. 

A Central Bank in charge of the Clearing House 
•system winch clears not only cheques, as at present. 
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but bills, Imndks aud otbcT msttiimcnts of remit- 
tances and an extended use of exedit instruments 
sucii as promissory notes, cheques, bank drafts, 
standardised bilingual htndics and bills of exchange 
would aSord the cheap and rapid service needed for 
the transmission of money. The existing co-operativc 
banks should play greater part in the free remit* 
tance transfer business. Tlie old expensive and 
risky method of physical transportation of money by 
rail resorted to by the indigenons bankets can and 
ought to he given up as early as yrossible. Supplj 
bills and currency transfers would no longer he 
needed, it the Central Reserve Bank takes up ever) 
treasury and control over the currency chests is 
concentrated in its hands or performed by its selected 
agent — ^the Imperial Bank of India. Government 
remittance becomes part and parcel of the wider 
problem, vie., Inland remittance. Diffused and 
wide^read banldng under the controlling influence 
-of the Central Reserve Bank is the only intelligent 
panacea in the matter oi providing cheap and speedy 
-remittance facilities in tins vast continent where 
distances me very great. It is then alone that the 
-present unfair advantage of the Imperial Bank w*Hch 
lies in its control of the currency chest and which is 
mot being shared, somewhat, equitably rvith other 
banks can be eliminated. Aflie Co-operative Banks 
assert that the Imperial Bank refuses to encourage 
the Central Banks as remittance agents for the 
indigenous bankers and local traders. But any 
ei.otoacte.ont on commoteial tanking 
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forsaking ,tlie coroperative ideals has to be rightly 
. discouraged. {See the Bombay Provincial Banldng 
Enquiry Committee. See pp. 144 to 147.) The 
expansion and contraction of bank money at a com- 
paratively steady bank rate can be brought about 
by the Central Bank. Its agencies and its branches 
in the different provinces would enable it to render 
:xmnecessary the transfer of metallic currency from 
place to xJlace. This economising of currency would 
greatly increase the utility of the existing amount 
of currency. 

However great the ultimate benefits of the 
Central Bank would be in the matter of providing 
adequate credit currency to suit the requirements 
of. agriculture, .industry and trade, the immediate 
benefits in this dhection do not seem to be very 
alluring. The Central Reserve Bank cannot hope 
to control the movements in the money markets, for 
most of the changes arise as a result of want of 
confidence in exchange, precariousness of credit 
:and consequent Avithdrawal of native capital from 
cicculaticm in the bazar. These abnormal changes 
. cannot adequately be controlled and fluctuations in 
■our bank rates and money rates would still appear. 
It is a peculiar characteristic of present-day India 
vthat both monetary demand and supply vary very 
..greatly and fluctuations in money rates are greater 
in th^ country than anyw'here else. The evolution 
. of sound and efficient, methods of business organisa- 
tion and industrial management Avordd mitigate this 
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evil. Until tbis "happens tbo Indian hanks cannoi' 
"hoiie to control all these diflercnt conditions and 
Indian Bank rates cannot hope to remain so tranquil 
or steady as is the case noth hank rates hi 
lYcsitem countries rvhere reasons ior the credit strain 
or disturbance or money market problems, as they 
can be designated, can be iorosecn and prevented by 
timely action. Lacking the three most important 
data, regarding the physical volume oi production, 
the movement o£ stock prices, commodity' prices 
and total bank credit v.duch have vide influence on 
general economic conditions, the Central Bonk ivonld 
be unable to exercise its pull in securing stable condi- 
tions oi economic liie during the early years oi its 
- existence. But the peiiection oi tliis economic data 
by its ovn staff ivould iorm a landmark by itself. 


larpKOi’ED Ceeoit Systisu is the oxly Fakacosa- 

But it is an undeniable truth to assert that an 
improved credit system can solve some oi the currency 
ills oi the country. The much needed elasticity can 
he secured vhen the issuing oi notes is handed 
over to the Central Bank of Issue. Banking exten- 
sion makes for economy in metallic reserves so far 
as they are needed ior domestic exchange. The 
highest currency ideal is to circulate a paper token 
instead of full value metallie coins and the best way 
oi approaching the ideal is to circulate bank notes - 
based on assets vMch include bills of exchange 
representing short-term industrial, commercial and 
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agricultuial transactions or bankers’ acceptances^ 
With, tlie progress of monetary science and tke dove* 
lopment of new banking policies, superfluous coins 
have been dropped in other countries and the same 
thing doubtless would be the feature of evolution 
in this country. The silvet rupee would ultimately 
be dropped and liberal measures for securing elasticify' 
of currency would be enacted. 



LECTURE THREE. 


(30-1-31) 

Othee Monetary Markets. 

The hioad term " money market ” refers to tke 
market -where money is honght and sold. Just as 
there are various kinds of money, such as money on 
the spot, i.e., current account at the hank and a hiU 
ni exchange payable at a future date, there are 
difEerent monetary markets dealing with such kinds 
of money. The money market itself does the 
main hu^ess of converting money due at some 
future date into money on the spot. The one for® 
of money is converted into another form of 
money. 

The hill of exchange represents money due at 
iutuie date. These hills are converted into money 
■on the spot. Another monetary market is the 
T’oreign Exchange market where domestic money of 
the country is converted into foreign money. Our 
-mpee is exchanged into money of some* other 
place. 


me inv^ent market or tie long-term capital 
mrarket m the place where the borrower nee^g 
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long-term loans secures it from, the savers by paying 
a certain rate of interest. In a well-organised 
community the lenders can hope to secuib a fair 
rate of interest from- tlie borrowers, whether indi- 
viduals or joint stock companies. The State and 
other groups of individuals might be forced to pay 
a certain rate of interest, and all attempts to secure 
extortionate rates of interest would very soon be 
curbed by the State. The most important market, 
where lending and borrowing is generally done in 
the most refined manner, is the Stock Exchange. 
The savings of the people are generally invested iU 
industrial activity through the help of this faachinery 
and the joint-stock form of enterprise. The person 
who wishes to withdraw Ins money from the indus- 
trial dr other form of activity can proinptly sell bis 
■stock or share -to a person who desires to find a 
lucrative form of investment for bis savings. ‘ ' 

' These markets revolve round the Money Market 
arid the rates' in the different markets' are susceptible 
to the influences of the mdriey rates prevailing iri the 
Money Market. It. would be the main eridea-voUr 
in this lecture to trace the ififlUerices arid the Chief 
cdritrafy ddrces that tend , to exert their pressure' iri 
these difiererit monetary riiarkets. The’ necessity for 
devbldping' these useful auxiliaries must be ‘Uridef- 
Btood and the fiibney ntarket its^ woUld. refUse^’i^ 
function smoothly iri the event of their' ridri'-det^ei<^'J 
ment and lack 'of ' co^Operhtiori ■mth the membefe'di 
the money' m^atket.- 
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Wliile nnalyaing tlio tjon\)>osUe terra tlio money 
rates” %vo rotoTted to lira Vi]l or di^connl rate ns 
apart from call money Tale^, tlic Ijank rate, the 
deposit rate, and tlte loan rales, lavcn live expression 
"tlie disoonnt rale” is not a unilorm cxyncssion. 
The cliief discount talc quoted in llie London ^loncy 
Market is tlie rate ol discount on tlirco month 0 ha 
hills. This is the ott-rcierred to ” Market rate. 
Thus there are several discount rates ior the differ^t 
classes o£ bills, such as hank bills and trade bills. 
Broadly speaking, the discount rales closely foUoV^ 
the fihortr-torm loan rates and are higlicr than the 
call money rates. Discount rales are higher m th® 
case o£ less secure hills or hills ol longer stsuiding or 
" tenour ” as the tccluucal jargon ymls it. li the 
demand ol the bankers and other buyers is great ior 
commercial bills ol a particular tenour, tho buyoi^ 
would keenly bid lor tliem and commercial bilk 
fetch a high price. At certain periods they fetch 
higher prices than, treasury bills, i.e., lower discount 


lato might prevail than tho treasury hill rate. In 
November 1926, tho treasury biU rate was higher 
than commercial biU rates in the London Money 
Market, for the demand was greater than the actual 
supply. The trade depression tended to dimini^ 
the supply while the Continental demand lor com* 
^oial biHs fciced tho buyers to pay hi^or piioss. 

treasr^ills evou, 
ior they M uot eoutaia the two or iu Bouio 
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cases the three endorsements needed for their 
portfolio. 

The Link Between the Biscoijnt Bates and 
THE CAiiL Money Rates. 

Call money or short-loan rate as it is usually 
referred to caimot but influence the market rate 
. of discount, for the bill brokers borrow their supply 
from the banks. Cheap call money,* which generally 
arises, if the Clearing Banks reduce the day-to-day 
money rate, brings down discount rates to the lowest 
figure. The assurance of comfortable monetary 
conditions ahead for some time would make discount 
raites touch rock bottom level. Bill-broking tends 
to be unprofitable and stale when short-term money 
rates tend to bo low and wipe , out the margin 
between the bill rates and the call money rates. As 
the Central Bank stands ready to buy unlimited quan- 
tities of fine bills at the bank rate, the market rate of 
discount for these will never be higher than the bank 
: rate. It can be lower than the bank rate if the 
[ mammoth Joint-Stock Banks make an effective bid 
! for bills which are rightly considered as the best 
I self-liquidating instruments. 

, ; As soon as monetary pressure is exercise^ 
the discount rates, i.e., the open market rates, jump 


* Thearetically speaking call money is repayable at the option of either the 
lender or the borrower and lends to approximate towards bank’s demand deposit 
or current account rate. 
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up and attain a liigli level,. Tlie treasury’s influence. 

on tlie sfloxt-term loan Innd vnli also Ivave to be 
studied while explaining the behaviour oi tbe 
open market rates. 

The floating of the treasury bills tends to make 
money scarce and firm bill rates will ensue. 
good showing made by the currency in the foreign 
exchange markets would force down discount rates 
to a low level. If exchange is adverse and gold leav^ 
the shores, money stringency will arise and the bill 
rates rvill rise to a high level. Similarly, if 
demand for bills were to be augmented, the discount 
rate will be forced down. The presence of a Central 
Bank would mean that there is a leader who fixes 
the rates of interest and discount that would prevail 
in the money market and in the banking system of 
the country as a whole. 


Absenoe oe a BcuL AIakket xs this Gountby. 

Verily, has it been stated that *' where ignorance 
is bHss it is folly to be wise. ” Unfortunately for the 
^dent of Indian Banking there are not very many 
opportunities to gauge the diverse and sometimes 
contrary influences of various factors on the bill 
rates. But he cannot congratulate himself on his 
ignorance in these technical matters ; for without 
a hai market there cannot be any weU-developed 
money marW. Even in the somewhat hettei 
tgamsed national money matheta of Bombay or 
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Calcutta tbexe is Eardiy ' .a bill market. Rediscount- 
ing of '‘approved”, bills even by tke Indian Joint 
Stock Banks does not exist to a great extent. The 
following table will illustrate my remark. 

The business of the Percentage of business; 
Imperial Bank. with banks to 

total business. 


Current Account ... 26 

Fixed Deposits ... i 

Bills ... 0 

Cash Credits ... 2 

Overdrafts ... 7 

Loans ... 31 


(See the Report of the Bengal Banking- Enquiry- 
Committee — ^p. 40). 

This banker’s bank does nothing in the direction 
of rediscounting the bills of the Joint Stock Banks 
BO far as the Calcutta money market is concerned. 
Rediscounting is considered a weak sign.* Besides 
they would thereby be placing the secrets of the bill 
portfolio in the hands of the competing bank. They 
buy but do not sell hundies or billB of exchange. 
Like the English Joint Stock Banks, Indian Joint 
Stock Banks are too proud to borrow from the 
Imperial Bank by means of rediscounting, that is,, 
modem Central Banking practice does not exist. 

• See the evidence of Mr, S. N. Poehilnaav^ . before the C. B. Enquiry- 
Committee . 
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But \in£ortunately tlioy cannot, Uko tlie Engiisli 
•Joint Stock Banks, compel tho market to borrow from 
the Central Bank, for unfortunately in tlus country 
tboro is neitber a money market nor a Central Beserve 
Bank folloning modem Central Banking ijractice. 
3ui dire and emergent circmnstanccs alone, they 
would borrow from tbo Imperial Bank on tbo strengtb 
of Government securities. 

Coming to tbo original discounting business 
itself, there arc few traders’ acceptances even and 
bills bave not arisen in tbe matter of internal trade. 
Banks bave not developed tbe acceptance business 
in tbe matter of financing domestic trade. Bills 
arise in tbo matter of our fordgn trade and these are 
bought by tbe exchange banlcs -without any difficulty. 
As tbe representatives of tbe Exchange Banks 
Association bave stated in their oral evidence before 
tbe Central Banldng Committee tbe export bills of 
•sdl sound merchants are eagerly bought by tlie 
Exchange Banlvs." Tbe creation of a discount market 
would, however, increase these facilities. 

Bankers’ Acceptances. 

The bin market primarily means tbe bankers’ 
acceptance market. Without bills it -would not be 
possible to develop tbe acceptance function of tbe 
banks in our money market. With a change in tbe 
mercantile habits, this modern form of expressing 
commercial indebtedness can easily be adopted. 
Cash credit and tbe open book-credit sy.stem would 
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undoubtedly have to be given up by tbe mercbants. 
In the absence of a C. B. Bank to buy the bank 
acceptances, banks would naturally be conservative 
in extending their acceptance function. 

Measures to Develop the Bill Habit. 

It is a matter of gratification to find that ahnost' 
aU the Provincial Banldng Enquiry Committees 
have recommended the self-same measures to deve- 
lop the bill habit which I had the opportunity to 
offer long ago in an article entitled the “ Inland 
Bids of Exchange” published in the CalcuttaK 
Mevmo in April 1928. Barring the suggestion of 
differential rates for discounts and loans, which the . 
Central Reserve Bank, ought to allow, every other. 
s\iggestion of mine has been incorporated. The 
Central Banking Enquiry Committee would, however,, 
endorse this suggestion, for mthout this tendency 
no positive encoiuragement to draw bids would 
ready exist. 

In addition to those, which I offered long ago 
{vide my Article) I consider it essential to adopt 
the following measures for the acMovement of the 
same object. Some propaganda wnrlc as regards 
the benefits arising out of the bid habit to the banks, 
the buyers and sellers of goods would do signal service 
in this direction but apart from this primary change 
in habits the number of competing specialismg 
-agencies who require secure and Hquid short-term 
investments and who buy and sell these bank and 
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trade bills ought to increase.* It should he borne 
in mind that the bill market as 'well as the call 
money market are really speaking “ two way ” 
markets. Bills can be sold as well as bought. 
Such incidental measures as the reduction, if not 
abolition, of the stamp duty which comes up to 9 
annas per cent, per annum and the sale of standardised 
bilingual bill forms would have to be undertaken. 
BiQs must be utilised to finance the movement and 
storage of goods in licensed warehouses which have 
to be created, if orderly co-operative marketing of 
our prime st,aples is to be an accepted feature on the 
part of the primary co-operative producers’ socie- 
ties or the literate primary drawers of drafts. It 
is then alone that the co-operative sale and purchase 
societies and the co-operative credit societies can 
hope to tap the udder money market by passing on 
the bills endorsed by them. Local financial re- 
sources can thus be augmented by the resources of 
bigger banks willing to discount or re-discount tbe^ 
biUs endorsed by such organised associations or the 
indigenous banlcers who may elect to specialise the 
bill-broking business. Bree movements of funds 
according to the necessities of the districts can there- 
by be ensured. Tlie financing of agriculture which is 
now not being attempted in any direct manner by 

* The charges for discounting hills would thereby become lowered. Set 
the evidence of the representative of the Ahmedabad Millowners* Association before 
the Central Banldng Enquiry Committee. A Clearing Hoiuc for billa in all the 
important centres vrill reduce the commission charges which banlcs make in collect- 
ing the proceeds of bills. 
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the Joint Stock Banks, would become an accom- 
plished fact under the discount banldng system. 
Tlie money market would derive solid benefit by the 
ultra-commercial uses of credit being dispensed with 
in the presence of an organised discount market. A 
rapproachement between international banl?ing and 
financing agencies and the domestic bill markets 
and the banking system would arise. We hear 
already that foreign money is being willingly invested 
in our rupee treasury bills. With prime bank bills 
this financial nexus ^viU be strengthened further and 
further. The holding of rupee bills would increase 
the contact with the domestic banks and would 
transform them into well-known agencies in the 
international money market. The realisation of 
these advantages is solely contingent on the fact that 
the mere acceptance of two-name paper without 
proper credit information of the parties responsible 
for the payment of the bill is not light-heartedly 
undertaken. I f peopl e of questionable standing were 
to d raw the bills, the credit risk is great, and ban ks 
which discount such trade acceptances would lilcely. 
suffer grievously by having paper which cannot be 
converted into liquid money. The scrutinising of 
the credit standing of the parties to the bill, should 
neither be neglected nor minimised. Even this 
precaution will not by itself go far in developing 
the open discount market. . The keys to the money 
market are the biU-broker and the Central Reserve 
Banker. Bind the two keys and you will find the 
money, market, • . ' • . 
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The Exchange Maeket. 

The relationship between the foreign exchange 
market and the money market would have to be 
understood. It has already been stated that firm 
exchange rates tend to lower down the discount or 
the open market rate. Unsteady and adverse 
exchanges leading to gold efflux would tend to 
tighten money and this would raise the discount 
rates or the open market rates. 


GoVEaX^iIENT’S CoNTROIi OVER EXCHANGE. 


Lacldng the Central Bank regulation of the 
exchange situation, neither the Indian traders nor 
the general public understand aright the full signi- 
ficance of the Government control of the exchanges. 
Having selected stable exchange as our policy, the 
Government of India are bound, in the last resort, 
to maintain the rupee at the selected ratio, t.c.. 
Is. 6;?. (gold) Everything would be subordinated 
towards tlus stability of exchange. Distinguished 
economistiS have rightly pointed out that the choice 
lies between a stable exchange at the expense of fluc- 
tuating internal prices or stable internal prices with 
fluctuating exchange during times of international 
disturbances. Even economically advanced countries 
like the U. S. A., have given up the problem of 
securing dbsdlutt. stability of internal prices nor 


have they allowed “e.xchange to go hang ” 


as Prof.' 


tiarman would put it. Economic theorists^^as well 


'A?/: 
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as practical statesmen now realise that comparative 
stability of the exchanges is much, more easy to 
attain tban a corre^onding stability of the internal 
price-level during times of international instability. 


The Matntehaeoe of the Ratio. 

Having selected the stable exchange policy as 
their ideal the Government of India inflate or deflate* 
currency with, the view of maintai n i n g it 
— although the circumstances of the money 
market might point out the necessity of pursuing the 
opposite path. In the midst of the busy season, if 
exchange tends to slacken, there would be “ disas- 
trous contraction” of currency, as businessmen, who 
dislike tight money, would term it. The sale of 
treasury bills would absorb money. The raising of 
the bank rate even though the cash situation of the 
Imperial Bank is safe or even when money rates are 
easy in the open market, would be pitchy upon to 
buttress the exchange policy, in order to make the 
bank rate efiective, the policy of seUing treasury bills 
at high rates would be pursued. The main object 
of these . different measures is to prevent - exchange 
from sagging below the gold export point from the 
country. Thus considerations of the price-level and 
the monetary reguirements of -the borrowing, public 
do not weigh sufficiently ^rongly at such times. 
The Briton Young Commission rightly pointed" 
gut that this Government control of exchange and 
currency would' have to be given up, and the.Gentral. 
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Reserve Banlc wliioli manages tlio Gold Bullion 
•Standard would regulate exchange. As the gold 
standard would be in existence, the currencies 
betn^een England, the other important trading coun- 
tries and India would be the same. The movements 
of the purchasing power parity •will be very small. 
A common standard would, by itself, bring about 
comparative agreement in price-levels, hence the 
movements of purchasing poAver parity Avill be very 
small. If the balance of indebtedness is in favour 
of this country, the inrported gold bullion would be 
presented or potential balances would be raised 
abroad and the local currency released by the 
Central Reserve Bank. As central authority it has 
to keep a r unnin g account with the important 
trading countries, and if these balances of foreign 
currency are accumulated these can be sold or 
utilised in days of unfavourable balance. The 
increase of credit money or decrease of it would take 
place under the aegis of the central authority, i.e. 
the Central Reserve Bank. If the Government 
were to be the exchange authority, it woidd release 
legal tender money when it is buying or pWbasing 
a bill or foreign currency and a sale of the reverse 
bill means decrease of the domestic legal tender 
money. A Central Bank’s control oVer exchange' 
would leave the legal tender mohey, the same as 
before, until gold* is aotuady es^iortM' from the' 
c’ountcy. Exp^enoy ^ well as safety point ouf 
that a Central JResQt^e 'Bafik' management of the 
exch^^' sii^dtiodr wblTd' he" ndpefibr’ to that 6f 
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(jdvefiDineiit management of tiie same. The gold 
•stiandatd itself gives stable' exchanges mthin 
cdmp^atively narrow limits arid the C. R. Bank has 
to manage this standard in the wider interests of 
-the country as well as the outer world. 

The Government of India would he emancipated 
from special problems as the purchase of sterling, the 
sale of reverse bills and the securing of enough Home 
balances in London, to meet the Secretary of State’s 
arid the High Commissioner’s requirements and the 
rmdertaldng of measures to make the bank rate 
efiective. The Bank rate is strengthened by floating 
treasury bills at slightly higher rates. A seven 
per cent. Bank rate is now being strengthened or 
implemented by a policy of selling treasury bills at 
6*2 per cent; (so far as intermediates are concerned — 
-January 1931). Without an effective' bank rate^ 
the ready excharige will- not rise by Vsr d. at least 
above the gold point.: . . G • 

BriMITTAriCE PbOBIiEM. ' ' 

Just as banks should be the best agencies for 
performing the internal remittancework,’^ so also the 
remittance of funds to London should be understood 
as genuine banking business and be left to .the 
Central Reserve Bank,, j.e.,-the Government banker. 
The- Government’s, policy of “purchase of sterling” 
has evidently f^ed, for to. purchase sterling, at the 

• IctexDi] remittiiBce iadmott done free of cfkr^’by tSe Gmidien 
. I'HiVt in'ciM of ditt^cair l^vr'IdCmilea.' . , ' . 
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low rate of Is. 5^d., would have been a yery 
costly matter and would bave defeated tlieir aim 
of excbange stabilisation. Of tlie £31^ million 
budgeted for, only £G| million have been 
secured by the purchase of sterling (January 3rd, 
1931). As the exchange level of the rupee has never 
touched, the gold parity, i.e., I 5 . Gd,, there could he 
no large-scale purchases of sterling, for if heavy 
Government demand were to arise in the absence ol 
export bills, the exchange rate -would fall further 
and further. The Government were practically 
forced, by rdrtue of the stable exchange policy, they 
have been maintaining to recede from the market. 
The floating of loans in London to meet the needs 
of the Secretary of State has been resorted to, to 
keep him supplied -with funds. The ways and the 
means advances from the London branch of the 
Imperial Bank have also helped them to a certain 
extent. But the best method is to create the Central 
Reserve Bank and enable the London branch of it 
to have a small portion of its exchange funds to 
finance the Secretary of State and the High Com- 
missioner’s requirements. This portion of the 
reserve must enable the Central Reserve Bank to pay 
the Home charges only when the exchange rate 
prevents the -purchase of sterling from the money 
market.^ (See my article, entitled Purchase of 
Sterling — The Calcutta Review, Nov. Dec. Number, 
1928). The London balance of the C. R. Bank need 
he substantial enough to liquidate an xmiavour- 
ble trade balance to the extent necessary to prevent 
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exchange from falling below the gold export point 
from the country. A Central Banlc’s supporting of 
the exchange would mean releasing gold bullion for 
the internal currency and the gold bullion reserve 
would be needed in India. A Central Reserve Bank, 
issuing currency, controlling credit, regulating 
exchange, undertaldng remittance and Government 
banking work, can alone hope to remedy the present- 
day situation and confer banking and monetary 
autonomy on the country. 


The Investbient Market. 

The investment habit is being implanted slowly 
in the minds of the Indian savers, the small as 
well as the rich. The gro^vth of the Post Office 
Cash-certificates, the repatriation by purchase of 
the London- enfaced rupee paper and its absorption 
by the Indian money-market, the increase in, the 
Post Office Savings Bank deposits, the increased 
subscriptions to the rupee loans floated by the 
Government of India and the quasi-local bodies, 
and Indian subscriptions to the sterling loans of th<=‘ 
Secretary of State, the increase in Co-operative and 
other Bank deposits and the increase in Joint Stock 
capital speak directly for the amount of progress 
in the investment habits of the, people. ' Some 
indirect proofs as regards the increase of the 
investment habit of the people are the wide 
spread of the banking 'net-work under the 
pioneering attempts of the Impei^ Bank, . the 
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development of other lands of financial institutions, 
and improvements in the working organisation of 
the stock exchanges. There k, however, a large 
amount of frozen capital which has to be gathered 
so that our indigenous capital supply would equal 
the demand for the same and enable us to repay our 
Xjresent-day external debt, which amounts to £382 
million roughly. It is the duty of the money market 
to play a significant part and a coni^icuous role in 
mobilising and conserving the capital resources of 
the country. Equally important is the duty of 
checking the export of capital from the country until 
the home demand has been adequately satisfied. 

The Peesent-bay Means of Investment. 

The GfOvernment of India have been doing their 
level best to facilitate' the investment of savings on 
the part of the small savers.* The Post Office 
Savings Bank, the Post Office Cash Certificates, the 
■encouragement in the matter of buying or seUing 
Government securities through the Post Offices and 
the wide-spread advertisement of the Government 
rupee loans, when floated in the dack season, are the 

* Since tKcsc lines have been written the Government of India have increased 
rate of interest paid to the holders of the B. O, Cash Certificates* since Sept> 
49^. The floatation of treasury bonds on the lap system and the appeal to the 
stnaU investor to seeV the aid of the Post Office in subscribing and collecting the tax- 
-free intcresl is noteworthy. As in the case of 1930 loans, when 83 per cent* of the 
total number of applications came from the small investors, so also in the matter of 
.■the treasury bonds it would be the small investors who would subscribe through 
the Post Office. A wide adverrisement of the fact that nearly 7Jr per cent, real 
'Tctum would accrue by the holding of the Treasury Bond » needed at the presen 


'moment. 
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tMs, country, would not suffice. Investment is a 
science. Specialisation in tliis business is absolutely 
essential to incite confidence in tlie minds of the 
people.' If such highly qualified bodies were to 
direct effective propaganda for the realisation of the 
above aims, they would be crowned with success. 
Sir Joseph Burns has rightly remarked that “the ; 
teaching of thrift ” and the principles of right 
investment (I would add) “ is absolutely necessary 
in this coxmtry The desirability of thrift must 
be taught to all, the rich and the poor, the old as 
well as the young, the male as weU as the female. 
The mere evincing of the desire to save would not be 
attendant with great advantages unless these organi- 
sations invest the pooled sources of savings of the 
smaller classes. The Indian investors do not 
clearly understand the real significance of discounts, 
premiums, or conversion terms and “ deferred ' 
investment ” but there would be no hesitation on' 
their part to subscribe to the short-term or long- 
term loans of the Government. 


. ; iNVBSTivnsNT Trusts. • . ■ ■ 

If our salvation depends on specialisation, it is 
high time that the specialising' instiimtions, of the 
nature of Investment trusts were created; I have' ‘ 
elsewhere recommended the formation of such trusts ' 
on the model of the English t^e. (5ee Present-day 
Banking in India, Third Edition;' pp. 615 to’ 626). ' 
■VOille ' 1 1 was tendering ' oirhl evidence ' before the 
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tjuocossfiil when floated in the mone}’ market during 
the slack season. Withdrawal of money by Govern- 
ment borrowing would force the bank rale up 
and would levy a fine on th e legitim nie tindoi-s 
•and borrowers borrowing in the money market. 

Tlio rural Co-operative 33anks, tbe Indian Joint 
Stock BaiilvS and the Imperial Baiik and the few 
Slock Exchanges that exist are doubtlcs.s doing their 
best in the direction of mobilising the savings and 
spreading the inve.stmont habit amongst the small 
savers. All this is uncoordinate d effort without any 
consistent aims properly chalked out m the wider 
interests of the country. 

The flight of capital ahro.ad is a noteworthy 
icaturo.* Investors or hanlis might send their capital 
to earn higher rates of interest prevalent abroad. 
The solemn obligation of liquidating oux .past obli- 
gations to external capitalists falls on oin shoulders. 
The directing of the flow of the present savings 
which itself has to be augmented to a great extent by 
productive efficiency, and the mobilising of " the 
immobilised wealth,” and the wise investment of 
~the. annual importation of precious metals into this 
country through the existing financial machinery 
or the creation of new machineries are the chief 
problems of the investment market in this country. 
The mere inculcating of the doctrine of thrift, which 
itself is not being done scientifically at pr^ent in 

* * See my article "Can India bacome’ a creditor country ?” Paper raad 
before tie Annual meeting of tbe Ind'm Economic Aejoaation — Jenuarv. 
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direct eSective propaganda for the realisation of the 
above aims, they would be crowned with success. 
Sir Joseph Burns has rightly remarked that “ the 
teaching of thrift ” and the principles of right 
investment (I would add) “ is absolutely necessary 
in this country ”, The desirability of thrift must 
be taught to all, the rich and the poor, the old as 
well as the young, the male as web. as the female. 
The mere evincing of the desire to save would not be , 
attendant with great advantages unless these organi- * 
sations invest the pooled sources of savings of the 
smaller classes. The Indian investors do not 
clearly understand the real significance of discounts, ' 
premiums, or conversion terms and ” deferred ' 
investment ” but there would be no hesitation on 
their part to subscribe to the short-term or long- 
term loans of the Government. 


, iNVESTsnsNT Trusts. . 

If oiii salvation depends on specialisation, it is 
liigh time that the specialising'institutions of the 
nature of Investment Trusts were created. I have 
ebewhere recommended the formation of such trusts ‘ 
on the model of the English type. {She Present-day 
Banking in India, Third Edition,- pp: 615 to 626).' 
While ' I ’ was tendering oral evidence b ef ore ' the ‘ 
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CJentxal Bankli^g Enquiry Commit Ico at Eoona, 
Sir Bhupcndranatli Mltra opined " that times are 
not propidouB lot the gron-th ol these bodies”, Tlio 
rate of interest being higli in our rural areas there 
is not muoh scope for these nom bodies to earn this 
high rate. It is undoubtedly true that the English 
Investment Trusts arose at a time when the rate of 
interest was very Ion and the cult of tlic share as 
equally safe and more paying than the Government 
bonds could be succcsafull}'- taught at that time. It 
also enabled the proper external Investments of the 
English savers to ho made on safe and sound lines. 
Though out present-day ambition is not to make 
India a creditor country, still wo do require tliosc 
institutions or National Saving.s Associations started * 
in order to have a systematic drive as in the case 
of the United Kingdom. The National Savings 
Committee just the other day presented the thousand 
millionth certificate to Hls Majesty the King Em- 
peror. The War vSavings Certificates were the 
original certificates and the movement has not been 
relaxed although the war terminated long ago. The 
work of tho N. S. Committee Is to start new Savings 
Associations, to form local committees to convene 
re^onal conferences, to hold a National Savings 
Assembly, to invite eminent speakers to help the 
movement, to frame new savings schemes, to keep 
in touch ndth employers and others likely to make 
use of new proposals and to co-operate with bodies 
' ' in fostering the thrift movement. (See the Report — 
National' Savings Committee — Report of 1928-29), 
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Even employee ownership of these certificates has 
been popularised througb joint contributions of the 
employer and the employee. 

The Boaed of National Investment. 

The work of the Investment Trusts or such N. S. 
Associations can best be co-ordinated and supervised 
by a National Board of Investment. The issuing of 
the gold cash certificates can be undertaken by it. 
The issuing of the bearer bonds at Rs., 3-14-0,. re- 
payable five years later and being encashable at 
intermediate rates, with quarterly encashments, 
is another suggestive feature which can be taken up 
by this wider body. (See the Madras Provincial 
Banking Enquiry Committee Report.) It is indeed 
true that the habit of “ deferred investment ” Is not 
existing and debentures are not very popular with 
the Indian investor. If an authoritative and com- 
petent body were to be started and debentures 
issued under its aegis, people will gradually acquire 
this habit. Our annual capital requirements of the 
different Governments and local bodies amount to 
roughly 60,crores. ^ far as possible the object of 
the Government should be to secure as large a 
portion of this amount as is possible for it, to do, 
through the permanent savings of the small investors. 
Dependence on the money market would mean 
lesser available resources for trade and industry. 
The withdrawal of fresh money from the money 
market w'ould mean high bank rates. This can be 
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avoided safely by tbe thrift caiBpaign organised by 
the Board of National Investment. While this is the 
immediate problem ahead, the Board has to organise 
the immobilised "wealth and when the accumulated 
resources are far greater than the above requirements, 
the repayment of external debt can be taken up. 
The interest payments that would be made on the 
Government indebtedness would give scope for 
the accumula"fcion of internal capital resources. The 
helping of the existing industries with long-term 
loans can be undertaken with any surplus capital 
which might be available after supplying tbe above 
requirements. Having understood the advantages 
of co-ordinated borrowing by the Central Govern- 
ment for all purposes, the policy of co-ordinated 
efioits by the Board of National Investment can 
easily be inaugurated. 

The Perfection of Stock Exchanges. 

The creation of more Stock Exchanges, as at 
Gawhpore, and other major industrial and trading 
centres and the perfection of the existing Stock 
Exchanges, can be undertaken wdth the object of 
increasing the investment habit and providing 
markets where the lender and the borrower can meet 
on a footing of economic equality. 

TaWg the Calcutta Stock Exchange into ac- 
covmt, its mam business consists in buying and sehiug 
shares. There are no settlement days, delivery is 
' due the second day after the contract is passed and 
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sales of seoxirities aie effected for the most part 
under hlauk transfers. There is no distinction, as 
in London, "between the jobber and the broker. 
The Calcutta brokers are brokers as well as jobbers. 
iAJthough this system can be allowed to exist, the 
institution of fortnightly settlements or monthly 
settlements seems desirable, as it introduces order 
in the stock exchange operations of the speculators. 
The operations on “ bear account ” would become 
penalised relatively to those which are conducted for 
a rise, for with daily or short-period settlements the 
former require much larger financial resources than 
the latter. Forced selling in order to satisfy 
the system of daily or short-period settlements 
becomes the rule and the slump becomes aggravated 
as a result of this daily settlement. The restraining 
action of the bear operations tends to place a natural 
check to the high level of prices to which shares and 
stocks may be carried away by the speciilator. I 
am not oblivious of the fact that the calls for money 
•on the part of the Stock Exchange operators would 
be more frequent under the system of daily settle-, 
ments and the call money rates fluctuate more, 
actively under this , system than the one under the 
monthly or the fortnightly settlements. . 

Comderations of time preclude me from . out- 
lining .the other suggestions for improving the Stock 
Exchanges. These as well as other agencies which 
are at present existing ought to be able to tap mote 
savings wliich increase the volume of available savings 
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awaiting investment. The volume of investment 
Rhould proceed hand in liand with the volume of 
savings. The cost and volume of the investment 
should also be influenced by the banldng system at 
the dictates of the Central Reserve Bank. The 
rate of investment, i.e., the rate of long-term 
interest, must be made co-equal with the natural 
rate of interest. Through the short-term money 
rate the long-term rates con be influenced. Cheap 
money and the assurance of continuous supply of 
it in the near future would engender confidence and 
speed up the processes of investment and the indus- 
trial slump or depression would pass away, if other 
things tend to remain the same. The rigour of 
industrial fluctuations can thus be cheeked by the 
forestalling action of the Central Reserve Bank. 

By promoting bankiug stability it can indirectly 
help to mobilise efiectively India’s potential capital 
resources. By rediscormting the short-term Go- 
vernment paper, as is done hy the Federal Reserve 
Banks, it can create popularity for j this form of 
investment.* A sound ways and means position 
can he developed as a result of the successful opera- 
tions of the Central Reserve Bank. The Central^ 
Reserve Bank can aid the Government of India or 
the National Board of Investment, if these were to 
tap the money market for temporary or permanent 
loans. 


* Stt Appendix HI. — Article entilled *“ Some Salient Lessons, etc,’ 
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The Ideal Mohetahy aed Baishing System. 

Indian monetary and tanking system should 
he based on modern central reserve banldng practice 
and the independent gold rupee standard ought to 
be worked in such a way as to free it from un- 
desirable international influences, such as a fall 
in the price of silver or a threatened shortage of 
gold. The gold rupee note should expand and con- 
tract with the physical volume of production. The 
credit money created by the Central Reserve Bank 
■and the banking system as a whole need not depend 
on gold commodity money and evidences of gilt- 
edged instruments or Government indebtedness 
alone. Tbe gold rupee-note can measure value and 
the holder can convert it into any other article 
needed by him. Production gives rise to bank 
credit and bank credit forms the most important 
iorm of society’s money. Tlie promotion and inten-. 

. sificatioii of national production being the object of 
the national .monetary system, the Central Reserve 
Banking practice should be carried put with the 
above object in view. Holding a fixed maximum 
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limit of gold reserve * and not a ratio of tlio amount 
of note-issue and sight liabilities, as is the case at 
present with some of the Central Banlcs, our Central 
Eeserve Bank should issue bank currenoy notes 
against commercial bills arising out of wealth 
products. Tliis bank currency should have nothing 
to do with the gold held in its vaults or short-term 
foreign balances held by the Central Bank in foreign 
markets. But the notes can be issued against gold 
presented, and the Central Reserve Bank can fix the 
price of gold at certain points and thus tend to 
stabilise exchanges by providing forward gold markets 
and altering the gold rates when there is a lasting 
disturbance in the relation between the internal and 
the external price-levels. This way of consciously 
managing the bank money and partial demoneti- 
sation' of gold by closing the mints to gold would 
become inevitable as the shortage of gold becomes 
more and more acute. Most of the debtor countries 
are already off the gold standard. 

A discriminatory or differentiating rate should 
be applied to the financial bills by the ordinary Joint- 


• It 18 a matter of sincere gratification to record that the MacMillan Report 
also endorses this view. It says that the mdependence of the note-issue and the gold 
_ reserve ought to be recognised. Not only is it necessary in England hut all other 
countries should adopt the same measure. We heartily endorse its opinion^ which 
says that “if the view could he generally adopted that gold reserves to-day are held 
solely to meet temporary dcfidencits in the balance of international payments and 
if their amounts were determined by what was reasonably necessary for the purpose 
this would be the greatest safeguard we can imagine against the risks of a futuro 
shortage in the supplies of gold relative to the natural growth of the world's money 
income.’* Sec the MacMillan Committee Report on Finance and Industry. — 
^ Cmd.“T3897, 1931. 
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Stock Batiks and these should not be rediscounted 
by the Central Reserve Bank.* All industries, ; agri- 
culture and manuiactures should have access to the 
Central Reserve Bank for rediscount facilities 
through their special financing agencies and the 
ordinary market rate of discount should be fixed in, 
accordance with the Central Reserve Bank’s redis- 
count rate. As production increases, the moneys 
increases, i.e., currency is created against bills of 
exchange representing natural wealth products. As 
the quantity of cheap sound money, originating in 
production and terminating- in consumption, in- 
creases, the price of money will become cheap and 
this tends to reduce the level of cost of production^ 
Falling prices would be brought about by falling 
cost of production. The whole monetary system 
should be actuated with this sole motive, i.e., helping 
legitimate production and the increasing of the 
national wealth products. It should not again des- 
troy the real basis of exchange, i.e., barter economy.. 
Economic theorists are right in their contention that 
national or international trade should solely rest on 
the principles of barter economy, ll^e monetary 
system consisting wholly; of well-regulated paper 
currency must eliminate deflation and inflation and 
measure every variation mother commodities pro- 
duced by the nation. The more the real national 
dividend is, the more there is for division and more 
wealth is, divided among the wage-earners. Rising 

* For tli6 need^ clues for differentisting the oae from ihe otiitr 4ee my 
EUrntniars Banl^ng — Chip, oh “DiscounlinK.” . ■ , ' 
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■wages and falling prices would be realised in tiiis 
nooiety. The doyen of the English Economists, the 
late Dr. Marshall, pointed out long ago, that society 
would be happy under a regime of slowly falling 
prices, arising out of lowering cost of production. 
lEhis betokens rising real wages, and even steady or 
rising profits as rationalised improvements in the 
processes of production accompanied with increasing 
productivity primarily bring about this welcome 
feature. l\Ir. Peddie develops this self-same idea 
and argues for the so-oaUed Dual System of stabili- 
sation, i,e., the producer controUing the output of 
money* and a regime of rising wages and falling 
prices. No new, though stimulating ideas altogether 
for advanced economic thinkers. 

All this presupposes that the beau-ideal of the 
currency reformer, the modem Central Reserve 
Bank, exists solely for rediscounting purposes, that 
it does not compete with the commercial and other 
^ecialising banking institutions. Made to run 
for service rather than profits, the Central Reserve 
Banlc can create, regulate and control the currency 
and credit system in the ■wider interests of the 
country. All expansion and contraction of the 
same depends purely on production and bills of 
exchange representing actual production. SUch a 
Central Reserve Bank, a great many details of ■n'hich 

^ It it not wlioUy nccfts«ry for tho product to control the output of 
money, "What W needed it tliai production and credit tliould run paralW to 
to cadi otlier and neitKer one tliould outsl<‘ip the other* Stt L. D Edit — 
*‘BanV«and Protpcrity/* 
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have been omitted, would produce the ideal monetary 
system as outlined above and a money market would 
appear as an indispensable accompaniment of its 
creation. Abnormal stock-market speculation* 
would indeed disturb this banking and monetaiy 
system, but these mental abberations ought not to 
side-track the efforts of monetary reformers who, 
ought to make money and credit serve as a stimulator 
to greater industrial activity, employment, prosperity 
and welfare than they do at present. 

Central Reserve Banking Policy. 

What ought to be the monetary changes needed, 
to realise this ideal cannot be raised just at present,, 
but the correct policy to be pursued by the Central. 
Reserve Bank in some of the most important contro- 
versial matters, as the following should be envisaged, 
wiz., 'satisfaction of the currency and credit require- 
ments of agriculture, industry and commerce. 


• Exaggerated stock-market speculation has unfavourable effects upon' 
domestic national economy. Differential profits tnd losses in a self-sufficient 
economy ipso facto do not signify an Increase or decrease in goods. However, in the. 
case of foreign speculators such profits and losses do involve, real losses and gains, 
of goods. Extension of credit to a highly speculative stock market reduces the 
supply of capital available for productive purposes, while a crash at best releases 
funds to the extent of what was previously borrowed and cannot increase the supply ' 
of capital above the original amount. Differential profits and losses to the extent' 
that they are spent in consumption or refunded from incomes othersvise consumed,, 
force readjustments of production which result in economic sacrifices. See the- 
article entitled the “ Theory, of Stock Market Speculation ” by Hans Richtet 
Altschaffer. in the /oumof 0 / Poffrierf Feanomy, July, 1931, p. 237. . 

' See • also my article on Central Banks tnd ■ Speculation.” Calcalia . 
Reofew, September 1932. , ' ... ' ' " ’ 
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OlfiiTont <Ii;]t3Ttmfut-» o! c-fcmosui'' le’tinty. 

Tiio I5ngU‘4i Ixinking ayatem dmM not |H‘ntut Imtne 
industry to Ijo lumoUU'<l by low bank ratc“^ fur tku 
ovcTfltftffc incility oi Ijm .loim-SlmO: Dank.a Pim !>e 
fjcxntml only at “ ono ikt c'-nt, abovf i|j<> J>rtjJk yat<*, 
tko minitntnn being live per cent,” and na even tlnn 
nmlit itiM'li ia /uicJionHl to dwindling gold atorI:!>, 
tbo intluMlriali'Us do not obtain tlio neofltvl ert'dit 
at a obeap rate wlnlc commereo and fovden im- 
porters get full benefit of low, money rates addng 
otit of low bank rates. Tlie home indiistrialhtts are 
thereby gdaecd at a disadv’autage. Tliis can !)e 
given nj), only, avhon the C. R. Bank is wedded to 
the x>olicy of creating enough credit based on notes, 
drafts, bills of oxchnngo endorsed b.v a member Vjank 
and rcjucsenting actual wcaltb ptodticfion. The 
matter of commodity jmces ought not t-o be tbo main 
criterion in bank credit expansion. If production 
were to control the creation of bank monc 3 % the 
above ideal would bo secured. 
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InDTTSTBIAL XJNiaiPLOi^aENT. . : 

Industrial unemployment in our modem economic 
society is generally traced to the forced 
deflation or credit restriction policy of the banks, 
■who are paying undue homage to the conventional 
limit of the cash reserve of 10 j)er cent., as is the 
case with the jiresent-day Joint-Stock Banks of the 
United Kingdom. As soon as this limit is reached, 
even sound propositions have to be refused banking 
accommodation, as the banks have already lent as 
much as they can. The Central Reserve Bank, so 
long as it is anchored to the gold reserve, cannot 
hope to ameliorate the siriiation, for, even its power 
of creating credit is limited by its gold holdings, 
which the law fixes as an unalterable item — only 
not so unalterable as the Laws of the Medes and the' 
Persians. But expansion at penalising rates is the 
result of present-day -wise management of the G. R. 
Pank’s note-issues. Though unemployment can 
arise out of several causes (see my Elementary 
Banking, p. 152), still the policy of creating credit 
on wealth products would enable the banks to go 
far in satisfying the credit needs of the entrepreneurs. 

If it is not gold and Government securities that 
ought to form the basis of credit structure the expan- 
sion of credit against wealth products would be 
possible. Producers even though they do not 
possess Government securities should have full facility , 
to obtain the credit from the banking system. The 
■closure of foreign markets and the general economic 
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disoigamsation of the world would mean lesser 
effective -foreign demand and Indian export trade 
cannot but suffer as a result of these external econo- 
mic conditions or political influences over which 
the Central Reserve Bank cannot any hope to exert 
any control. But it is the duty of the banking system 
acting under the aegis and stimulating suggestions 
of the Central Reserve Banker to finance any extra 
activity in the direction of the normal export trade 
and the nxarketing of the crops.* This is a nation^ 
duty and the responsibility of conducting this duty 
rests on the Central Reserve Bank.f 

Trade Cyci.es. 

The periodic trade booms or depressions which 
convulse the modem economic system arise as a 
result of natiural causes or psychological expectations 
of businessmen or the monetary policy of the 
country. Although the initiating cause of the^ 
industrial fluctuations or the trade oscillations might 
he due to any one of the first two causes, these might 
be aggravated by the monetary policy of the banking 
system as a whole. At the acute stage the monetary 


* -The Canadian Banka areundertakxng tKe financing of the wheat marketjng 
plana of the pool although no external market h«8 been found for the bumper wheat 
crop 

,t Seiaonahle unemployment in industry can be remedied by regularising, 
production as many of the American manufacturingconcerna have done. Withmore 
level sales a more steady production can be brought about. Steady production 
tends to steady and regularise employment. The banking system ought to help the- 
bnainess exeentirea in this direction. 
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cause becomes folly perceptible and to this flaw is 
traced all tbe dire consequences befalling society. 
So loUg as tbe gold standard money is tbe prevailing 
feature, the wisest Central Reserve Bank cannot 
hope to remedy this feature. Insufficient gold 
reserve tends to bring about deflation and consequent 
fall in the prices of commodities. Thus the initial 
.mistake lies in wedding credit to the gold basis lying 
in the bank’s vaults. If instead of this rough and 
ready measure, the sane one of creating credit against 
bills of exchange representing wealth products is to 
be pursued, the inflation or deflation nor the inevit- 
able boom and depression would not arise in 
almost rhythmic sequence. Wider understanding of 
general economic conditions, better industrial 
management and sound banking policies would go 
•far in checking this, even in the present-day gold 
•standard systems. But if industry is to fun on an 
even keel, the producers ought to enjoy full facilities 
to secure the needed credit. Gold shortage ought not 
to hamjier their legitimate activities. Production is 
hot meant for securing gold, which after all is "a 
barbarous relic,” Increased production, lowered 
-costs, falling prices, nsing real wages due to higher 
■earnings, steady and slowly rising profits, shorter 
wbrldng hours, increased demand for labour, rising 
■standard of life, expanding population and increased 
leisure, all these go together. These are the real 
economic data for increased " material well-being ” 
and “ national power.” Even granted that suck • 
society has been established at any time, stiU 
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o£ disequilibria xvall arise and it is fclie duty of tbe 
C. R. Banlc to induce corresponding changes in 
society by virtue of its economic knowledge and 
credit-creating capacity to correct the positions of 
inequality and thereby swing round the pendulum' of 
economic activity back to normal conditions. Wise 
Central Banldng policy has no other aim than to 
modify the extremes which may tend to occur lU an 
inflationary boom period or the prolonged trado 
slump and general or vudespread unemployment. 

Speohlation. 

Speculation is no mysterious and malign activity 
altogether, confronting the modern economic life of 
the v'orld. The C. R. Bank’s ability to solve this 
problem is very important. Fairly definite views 
were held in the past, that specrilators grabbing 
after all for a fine margin of profit, can be deterred 
by low advances of the banlc rate, which would tend 
to vipe oixt the margin. A growing control over 
speculative activity was considered part of the 
conscious process of banli management. Given 
prosperity, there is nothing in the world that can 
deter the speculators from carrying out their flights 
of imaginative hopes into actual reality. Under 
such conditions as were witnessed in the last American 
speculative craze, no weapon of bank control, either 
the brutal clumsy bludgeon of the bank rate or 
the subtler and more delicate rapier-like instrument, 
viz., the open market operations, could bring tbu 
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evil to an . end. Rationing credit, apart itom the 
difficulty of carrying it out, intelligent banking 
oo-operation mth ,the C. R. Bank itself, the prohi- 
bition of foreign balances being lent for financing 
brokers’ activities on the Stock Market and proi^a- 
g^da work have all failed. All this has arisen as 
bank credit is now being produced indiscriminately, 
if only evidences of gilt-edged investments are placed 
as collateral in the hands of the bankers. A new 
technique of creating money may ensure that 
legitimate productivity will not suSer at such times 
of marked and feverish activity, but the problem of 
eliminating speculation cannot altogether be thought 
of, so long as credit can be created out of the basis of 
securities. The present-day holders of Government 
securities have something like a quasi-monopoly in 
the creation of credit and though the modem hanis 
have a voice in determining the quantity of credit' 
to be created, the uses to which credit can he put are 
entirely out of their control. An attempt at control- 
ling the quality of credit can and ought to; be made 
by. the 0 . R. Banks, for the specuhtojs always 
commit mistakes. The Joint-Stock Banfe and the 
members of the money market can indsed co-ordi- 
nate, collaborate and co-operate wifk fi-s Central 
Reserve Bank in striving after this idea?. ■ 3^0 Umbt 
Hon’ble Reginald McKenna, voi^^ 

tignificant manner in 

quoted in the of ' Jandj^g^ 2^22 . 

■ the plea ;that no Central Ressrre Bmir god 
OSes of credit, it should no5 
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^anfcity of money which, has to he always made 
equal to trade requirements. In determining the 
■ utilisation and quality of credit the Bank of England 
can exercise considerable influence and probably 
more than the Federal Reserve Banks in the United 
States of- America.” The first and most obvious 
step in the direction of ameliorative measures must 
iiherefore be “ an intelligent control in the qualitative 
as well as quantitative creation of credit.” 

International Gold Movements and the . 

World Gold Peoblejl . . 

International gold movements have many direct 
-as well as indirect effects on the money market, the 
Foreign Exchange market and the Stock Market. 
Their influence on the rates of interest and supply 
of credit are of utmost importance* to businessmen. 
Gold movements iiroduce their efiect on stock 
prices as well as the gilt-edged market. Broadly 
speaking, they tend to cause instability in economic 
fife and unsettle the money market. ■ International 
gold movements are now taking place more frequently 
as a result of commercial causes, such as the arbi- 
^ trageux’s profits, and monetary causes, such as the 
demand of the Central Banks, to augment their gold 
stocks. As I am not a gloating miser to feel peculiar 
pleasure at the sight of cheapened gold, I leave aside 
the commercial causes for gold movements out of 
consideration. Monetary causes tend to bring about 
the movements of gold from country to country. 
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Tho indebted countiy parts with gold and restricts 
credit and induces fall in prices. Tliis leads to 
commodity exports and a return flow of the lost gold 
is initiated, other things being the same. If this 
natural flow is impeded and gold tends to be in- 
equitably distributed contrary to the sound diotiun 
laid down by Recardo in Ms famous " Law of the 
Territorial Distribution of the Precious metals ” an 
inefficient use of gold is brought about in the gold 
hoarding coimtry. Witness America and France, 
who are sterilising a large quantity of gold and are 
threatening the world \vith tlie consequences of 
drastic fall in commodity prices, winch would ulti- 
mately end in shrinldng production and lowering 
the consumer’s purchasing power. America is well 
off, as it has established a dollar standard and has 
tacitly aolmowledged the failure of the automatic 
unregulated gold standard monetary practice.* 
Credit is being created by rediscounting bills of 
exchange and at any rate it is better off than other 
countries which do not follow modem central reserve 
banking practice. 

Recognising that the modem gold standard is a 
fsiilure and would be more so in the near future as a 
result of the shortage of gold and mal-distribution 
of' the existing stocks, trae wisdom consists in 
adopting the policy of basing credit not on gold 
alone but on bills of exchange representing wealth 

■ ■ t- "IT’"'' ^ 

Gaf«<r-lhe Puninb Journal of Economica and Commerctr-January 1932. 
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products. Modem international trade is ultimately 
spealdng a refined form of barter. Tiie under- 
standing of eacli other’s wants and securing them 
without tlie intervention of money would be a better 
solution.* So long as this ideal of the banking 
system cannot be secui-ed, it is incumbent on the 
Central Reserve Banks to prevent abnormal gold 
movements and leave the normal gold movements 
to work out their effects in course of time. The 
repatriation of a permanent surplus is its main duty. 

Inteenationae Centeal Banking Co-opeeation. 

Initiated by the Right Honourable Montagu 
Norman and the late Mr. Benjamin Strong, inter- 
national Central Banking Co-operation has become 
a settled feature in the modem days when economic 
problems are becoming international in scope. The 
settlement of German reparations and the inter- 
national indebtedness items of the Allies to America 
have become keen problems of worldwide importance. 
To solve such vital problems, an international 
financial League of Nations is being set up.f 


, * Surplus Canadian wKcat could be supplied with advantage to Brazil in 
return for her surplus coffee production. A similar deal was entered into between* 
the U. S. A. and Brazil. A wide resort to it is now being made by Ae Central 
European countries (May 1952)* 

tTbcIntemalionalBanlcoi Seltlwncnts has become aseltledfact and it is 
too early to say whether the international aspects of its operations would be beneficial 
^^ornot. See Paul Gnzig — Internationa Bank of Settlements/* pp. 1 14-118. 

5ccjilso my EhTnenJcTy Banhing—Tnd Edition in the on Bank 

of Inlcmaticnal Settlements- 
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Possessing gold stoclrs to a large extent, India can 
effectively lend a helping hand towards the solution 
of the gold shortage problem, which is now a world 
issue.* The initiation of gold cash certificates repay- 
able in gold or legal tender money would tend to 
mobilise some of the stocks. Large stocks of gold 
are now held by the Banks against which loans have 
been made. The securing of hidden or hoarded gold 
at particular places and impounding it in the 
Central Reserve Bank would tend to augment the 
stocks. Such a provision exists in the 1925 Gold 
Standard Act of England. All gold above £10,000 
or not meant for legitimate export or industrial 
purposes can be confiscated by paying a particular 
price and impounded in the vaults of the Bank of 
England. The payment of customs duties, i.e.,- 
hnport duties in gold, can be insisted on, as has been 
done in China in 1921. Tliis would redistribute the 
gold holdings of the countries. India need not 
fear any shortage of gold for the Central Reserve 
Bank even if it were to be started on the present-day 
gold bullion standard system involving the keeping 
of 40 per cent, ratio of gold reserve to total notes 
and deposits. The immediate securing of gold can 
be done through the mediation of the Leaigue of 
Nations and subscriptions to the gold loan by the 
different countries would enable us to start the 
Central Reserve Bank. The gold produced inside 

* See roy srticle on "Exodui of GoU" Mysore Fconom'c Joufna 
Ap»iI1932. ■' ' - 
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the cotintry can be retained.* The large favourable 
balance of trade can be taken advantage of and by 
buying the export bills gold can be ordered out 
of tbe proceeds of such bills. A consistent pursuit 
of these above measures and such other measures 
which were undertaken by Russiaf rvould not only 
bring us the much needed gold to repay the gold 
loan, but have a substantial gold holding. A slow 
and gradual liquidation of tbe British securities 
held in the reserves beyond a handy particular 
reserve would undoubtedly augment the gold hold- 
ings. But our Central Reserve Bank should reject 
the Washington agreement of 1927, as regards the 
non-interference of the Central Banks with each 
other’s gold reserves by means of discouraging direct 
purchases. 

Stabilisation of Business Aottvitt. 

Steady and slowly increasing business activity, 
accompanied with rising wages and 'slowly falling 
prices, conduces towards better pro^erity than 
“ stable purchasing power ” alone. Stable purcha- 
sing power means changes in individual prices of 
commodities. Certain commodities may be dearer 
intone country than in another. ' World stability can 


• Sw Df . Frctnor’s Es^matc Gold Production in India up to the end 
dl 1940.— p, 51 oi the Interim Report ol the Gold Delegation o^ the Financial 
CornmiUee. 

t See Mr. Rothschild’s EvldenceheloTc the Fowler Commlttet-Rtport— 
Minutes of Evidence?— 0^7613. 
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be obtained if eacli nation attempts to study each, 
other’s wants, and so balance and exchange their 
respectable surjiluses. World prosperity can be 
advfuiced only by promoting the snb-division of 
labour so that exportable surpluses co.n be created 
which are largely desired by other countries. Hie 
G. R. Banlc’s duty w^ould be to guide and aid busi- 
ness activity in such a manner as to secure the 
highest amount of business welfare. The key to 
business stability lies in the hands of the C. R.. Bank. 

The above measures would tend to make the C. 
R. Bank act as the vitalisor of the banldng system, 
as the constructive guide and national leader leading 
to economic prosperity, banking safety and the 
solidity of the national credit structure. The 
compilation of .- varied economic data and the 
statistical situation of the Joint Stock Banks, 
once on the 21st of each month, and the publishing 
of the same in monthly reports or bulletins would 
lead to the evolution of sound ^jlans of finance and 
production. It would give us a suitable , financial 
machinery to facilitate the collection and disbursing . 
^of the Government’s revenue, here as well as in Eng- 
land, though it might not .hope to dispense with all 
the sub-treasuries and treasuries of the Government. 
The management of the sterling debt and the .slow 
repatriation of the London enfaced- rupee paper 
tmder its intelligent guidance to the Indian investors 
and the floatation of new. sterling Ipans, if needed, to 
finance our capital expenditure, the cheapening of 
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tie means of internal remittance, tie removing of 
tie present-day unfavonraile rates of exciange for 
domestic exciange and tie reditcing of unreasonaily 
iigi rates of interest in tie interior can be acineved 
only as a result of perfecting tie money, market, 
increasing tie specialising agencies, empowering 
tiese to tap tie pooled resources in tie iands of tie 
C.B.. Bank and inviting tieir cordial support and 
ielp in conducting the banldng and monetary struc- 
ture of this country. 


Impossible Dream. 

This modem academic dream can be realised 
only in an Dconomio Utopia and, certainly not, on 
this mundane earth. A highly integrated and dis- 
ciplined banldng system cannot be evolved aU of a 
sudden. Any significant changes ui banking frame- 
work cannot be made at a time w^ien tie attention 
of tie people is preoccupied solely ■with politioal- 
le-adjustments. A solution of all tie prCsent-day 
ba33king evils is beyond tie ken of any single indivi- 
dual tbinker. But a rough outline of tie future 
position, -wlnGi the present-day banking units ought 
to occupy in tie reconstructed banldng theatre, will 
be placed before tie reader. Within tie, small 
compass of a single lecture it would' be impossible 
to elaborate my precise views exhaustively. So 
I would confine myself to tie mere offering of 
few remarks in elucidation of my important 
suggestions. 
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. First and foremost, there ought to be two re- 
gisters, one for banks and banlcers and the other for 
the . money-lenders, pure and simple. The general 
public ought to know who the real bankers are and 
the banks themselves ought to know what privileges . 
are conferred on them and what their proper duties 
are. Finally, they ought to Imow who their 
customers are and their duties and re^onsibilities 
to them. {Vide Appendix IV). 

The registered money-lenders should similarly 
be differentiated from the casual and the itinerant 
money-lenders.* Anyone conducting money-lend- 
ing as a regular ancillary operation should be 
registered as a money-lender. Conducting b'anldng, 
along with other operations, they have been occupy- 
ing a useful r61e in Indian economic life, riirjil or , 
urban. Their utility has to be heightened, their 
imperfections have to be remedied and they must be 
made to discharge their jjrofessional duties as well as 


* It is a pity to find that most of the Provincial Banking Enquiry Com- 
mittees, like the Bombay and the U. P., fight shy of the prohlcm of licensing 
money-lenders on the lines of the British Money-lenders' Act of 1927, though it 
has been rcwmmended by the Royal Commission on Agriculture (para 366). The 
Punjab Regulation of Accounts Act, 1930, is indeed an improvement on' the 
situation. The licensing of professional money-lenders is not the only remedy. ' 
The Uniform Small Loans Act, which is in force in 25 .States of theU.S.A., 
provides that licensed lenders operating under State supervision may Joan in 
amounts of not more than Dollars 300. The' maximum interest rate is three 
and half per cent, monthly on unpaid balances and may not be compounded. No 
deductions ,or commissions are allowed. Loans may be repaid at any time. 
Lenders are required to keep uniform, records which are at all times subject 
to Inspection by State offidals; Sce'Biddles and Bates , — “ Investment Banking ” 
P-478; , • , . • , 4 - , ■. , 
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responsibilities. They must be helped by the State 
in the matter of collecting their loans and access 
must be given to them to tap the Central Reservoir 
to mcrease their financial resources. Subiect to 
professional or Government audit and giving more 
publicity to their operations and improving their 
business transactions with their illiterate customers, 
their mission can be ennobled in every way. It is 
quite possible to harness them to biU-broldng or 
investment banking or accepting business or any 
other kind of specialising task which a well-developed 
money market would require. The State has to 
evoke theic patriotism by conferring titles, etc., 
and it would find these grabbing money-lenders, 
heartless usurers and cruel parasites changed into 
heroes and idealists and the transformation of 
social organisation k only possible by such indivi- 
dual regeneration on their part. 

The indigenous banking houses and shroffs, 
as I pointed out long ago, should be developed into 
modern bankers and " banking institutions ” as has 
been done by the Hon’ble Raja Sir A nnamalai 
Chettiar’s firm which lias developed into the " Ba^ 
of Chettinad, Ltd.,” with a ramified branch banking 
organisation extending over Burma, South India 
and Ceylon. Aiming at the advantages of Joint 
Stock form of enterprise, it seeks to s^’^stematise and 
modernise indigenous banking and inspire greater 
confidence in the minds of its clientele by giving 
c 1 1 city to the properly audited statistics of its 
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modernised batildiig operations. Tlie indigenous 
bankers -vvlio refuse to consider tins can select 
specialisation in bill-broking or take up tbe duties 
of tbe exobange broker more actively. Tbe, pait- 
nersbip indigenous banking firms and tbe city sbroffs 
can be easily developed into acceptance bouses or 
discount companies securing proper contact with 
tbe Joint-Stock Banks and tbe money markets. 
Tbe mofiusil skcofi can safely act as tbe agejit of the. 
Reserve Bank and tbe financing of agriculture can 
be safely done tbiougb bis well-known channels. 
Tbe credit control policy of tbe Reserve Banlc can be 
made effiective tbrougb him. 

Co-operative banking occupies an. important 
place in tbe provincial financial andbanldhg systeiu. ' 
But it must be made more effective and co-operative 
credit has to be cheapened. Specialisation in the ‘ 
two-fold btauebes of long-term and short-term 
credit has to be introduced. Tbe popularising of 
co-operative paper and the borrowing on good co- 
operative paper instead of depending on overdrafts 
would enable them to secure cheaply additional 
resources and establish tbe needed contact between 
tbe Joint-Stock Banks arid the Co-operative banking 
institutions. Tbe quick' dispensing with the loan 
applicatioia, tbecbecldng of over dues and other 
irregularities in strict business-like manner, tbe 
utilMug of tbe cash credit system by means of wHob 
primary societies can t ap tbe funds of tbe Co-oper ative 
' Central Banks, the instilling into the minds of the 
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borrowers tlie fundamental princ^les in the art of 
living and above all running the co-operative banks 
in a strict business-like manner wotdd enable us to 
create credit on sound lines both for the short-term, 
intermediate and long-term needs of agriculture. 
( Vide my article onthe Extension of the Co-operative 
Movement— Indian Insurance and Finance Bevietv — 
'Appendix V.) 

The creation of other specialising institutions 
would enable us to change the centuries-old habits 
of the people in the matter of their investment 
tendencies. There is no greater need at present in 
India than the one of increasing the savings habit of 
thepeople and the encouragement of their investment 
in the wider economic interests of the country. 

The Joint-Stock Banlrs themselves have to 
perform signal service in this direction. hTothing 
is more fundamental than the one of enlarging their 
agency services, which ought to be gratuitously 
performed, if possible, for their customers in most 
c^es. Some of them ate showing commendable zeal 
in undertaking the Home Savings safe deposit 
busiaess and inculcating the investment habit in the 
minds of che small savers. {See Appendis: VI). 

The smaller banking institutions, be they the 
loan companies of Bengal or the NidHs of Madras, 
can be made to play a more useful part. Tliey can 
concern themselves particularly with the promotion 
of industrial enterprises, the underwriting or guaran- 
teeing the sale of stock or bond issues and the selling 
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and distiibuting of seouxitics. Some of them might 
act>as mere ;sa^dngs agencies accepting deposits from 
individuals , and ;the.n invest them on their own 
account., , From the return of these investments, 
which ought to be carefully safeguarded by State 
regulation, interest can be paid to the depositors 
or credited to their accounts and the bank would 
meet its expenses and earn a profit. The most 
important kinds of banks acting as the chief source 
of short-term credit in the Indian banking ^stem 
should be (1) the registered money-lenders, (2) the 
registered indigenous bankers, (3) the investment 
baiiks (some of the loan companies and Nidhis can 
be converted into these, (4) the savings banks (the 
smaller banlts can be converted into this type, (5) 
the Joint Stock Banks, (6) the Immigrant Exchange 
Banks, (7) the,, Co-operative Banks conducting 
ordinary banking as well, (8) the Insmance Companies 
which can lend very nearly to the surrender value of 
their policies. The desirability of completely co- 
ordinating their services need not be emphasised 
strongly. .It is then alone: that we can expect to 
supply. aU our short-term monetary requirements 
without the aid of external .capital. 

The Post Office Savings Bank ought to extend' 
its %ld of ^tion and deserve ..fully the appellation 
that they ^are the “ poor mWs bTOks,” . like |ssuing . 

* It is a inaUcr of.gratiti^&tion to .record . that llie HubbaSc Comntitte , 
•n co-operaUve creijit movsmwt biTe recommended the s’elf-jwme stiggettions 
for toning the c.c. movement in Bibsr & Orissa. 
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of the “ Sfcridhan gold certificates,” as recommended 
by the Bihar Provincial Bunking Enquiry Com- 
mittee would go a long way in changing the present- 
day habit of investment which consists solely in 
locldng up savings in gold jewellery. 

A well-balanced banking system cannot bo 
secured unless the Exchange Banks are performing 
some services which bind them more closely with the 
other banldng units. The Foreign Exchange Banks 
have to be changed completely in capital structure, 
organisation and service. The Tndlanisation of their 
stock, a real change of heart and popular service 
to all, should be their motive. (See Appendix VI). 

A olosoly-knit money market, where a perfect 
mobility of funds exists, would be ruiattainablo 
without this collaboration, co-ordination and co- 
operation of the different banking units Avith each 
other and Avith the Central Reserve bankmg insti- 
tution, A clearing house, which collects as well 
clears in a cheap expeditious manner, would greatly 
reduce the requirements for cash and much of the 
business of the country, even between distant points, 
should be transacted without any actual movement 
of money whatever. 

One fundamental feature of banking reconstruc- 
tion should aim at diverting the surplus home or 
domestic funds for the financing of foreign trade and 
vice versa, ?.e., surplus foreign funds for financing 
home trade and industries. 
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The future business of the Impeiial Bank may 
he extraordinarily U’ide or restricted. It would 
carry on' banking business, acquire deposits, make 
advances, discount bills, issue drafts, deal , in 
exchanges, specie and precious metals. It wduld 
be empowered to borrow money and do anything 
incidentjil to any of its powers. It ought to continue 
the "opening of branches. It would comxJete more 
vigorously than at present -with the Joint Stock 
Banks and the Exchange Banks. If it .were to con- 
tinue holding Government deposits, though to a 
lesser extent than before, it would have to maintain 
a very liquid position and this alone wtII enable if to 
maintain the financial prestige, -which it has built up 
out of a long and honourable record of sex-vice. 
It is quite fit to conduct exch^ge banking or indus-. 
trial banking (vdtness the suggestions to grant long- 
term loanfo bring about the cotton merger) involving 
a large turnover of funds into lock-up advairces. 
But the exigencies of the situation demand its con- 
tinuance as a tme. commercial bank — as a bank of 
deposit, -discount and exchange. Its Savings Bank 
department should continue. It can maintain a 
separate Industrial Credits department, where long- 
term loans can be given to co-operative lianks on the 
basis of co-operative paper, to industries , and other 
banks and any additional money needed for this 
purpose can be secured by , floating debenture^ 
Thisfaust be definitely understood as non-commercial 
busiiiess and not aUo-sved to rdirectly clash --with its 
commerciah business. Thus envisaged its future 
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seems to bo that of a big commercial bank com- 
bining witliin itself miscellaneous functions of aE 
sorts ^vhich would be kept entirely apart from the 
pure functions of a trade bank. {See Appendix 
VH). 

By helpful legislation, tho State has to facilitate 
the Avidot use of credit instruments, fasten greater 
respoiisibilities on the banlr tlircotors and superior 
executives and enable banks to conduct perfectly 
honest and straightforward business by providing 
adequate reserve funds, insisting on proper minimimi 
paid-up capital and proper cash reserves, lending on 
good collateral liquid qiaper or on unquestionable 
personal credit of an mnmpeaoliable oliaracter and 
compelling banks to adopt proper audit principles. 
The raising of short-term loans on the strength of 
mortgage has been the banofed feature of the Indian 
monetary world. Tlds has to be rectified. Licensed 
warehouses, produce loans and orderly maiketmg 
axe the means for enlarging the basis of the credit 
^-stem and facilitating the short-term loan business. 
This would render unnecessary the buying of hundies 
from the indigenous bankers at high rates of interest 
or borrowing from the Imperial Bmrk on a pronote 
which requires double agnature. The widespread 
use of credit instruments is the only safe method of 
raising short-term credits. Tliese, by rediscounting, 
would make the mobility of funds, a settled featxire. 

* The new contract has rightly insisted on the Imperial B«nlc*« maintenance 
•f_thc ensttng branches which number 1 70 in all 
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Modern Central Reserve Banking practice is tlie 
panacea lor the inelastioity of the x>resent'day finan-’ 
oial mnohinory and the high rates of interest ruling 
everyavhore in the coiintrj’’ and which are tending to 
handicap oiir* economic progress in aU directions. 
Discounting ought to sux^plaht short-term borrowing. 
The financing of the short-term needs of the agri-- 
cultural and industrial producers must be brought 
into tho orbit of the discounting system as has been 
done in tho U. S. A. banking system, through the 
co-operative credit societies to whom crops should 
be hypothecated and produce kept in the licensed 
warehouses or godowns, viz., facilities provided by 
the co-operative banlis ox co-oi)erative loan and sale 
societies. 

An All-India Banking Association and one for 
each province would be a distinct improvement. It 
should consist of reptesentatives of aU banks, rejjre- 
sentatives of the money-lenders, the co-ox)erative 
hanlcs, the indigenous bankers, the Post Office and 
the Mnance Member, representatives of agriculture, 
industry and commerce. The duty of preparing the 
legiaters mentioned already should be its first task. 
It should be the organised active body on all matters; 
of banldng and can be safely empowered to transact 
such duties as tho Canadian Bankers’- Association 
has been conducting in that country. The teaching 
of banldng, including co-operative, banking, and the 
provision of specialised. training. in advanced banldng 
should be done under its auspices or , it. should 
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co-operate ■v^itL. tie Commerce and Economics 
faculties of the University. Tie collection of acouratn 
information and banking statistics of tie financing 
agencies and tie publishing of tie same M ould enabls 
it to represent tie economic efforts of the province. 
It should co-operate vrith tie Provincial Boards 
of Economic Enquiry M-iici "vrould very soon be 
started on tie lines of tie Pimjab model. It 
should endeavour to carry on intensive propaganda 
for tie growth of co-operative banldng. It should 
study and foster all forms of specialised baniing. 
Comparative banking statistics are highly essential 
and it should be the duty of the Association to bring 
about this feature. Auditors selected from the 
official list, who would be auditing the banking offices, 
M'ould do -well to report all irregularities to this 
Association, u'liich has to see that the banks conduct- 
their operations on prudent lines. 

- Tbe recognition of equitable mortgage in the 
chief important cities other than the Presidency 
Towns, the making of the railway receipts, a safe 
- bankable security, the more speedy settlement of 
commercial suits in the moffusil civil courts, the 
more careful administration of the Insolvency Act 
MTth the object of securing quicker and more 
prompt decision and more effective execution by *he 
official receivers and assignees and the provision for 
the registration of title to land are some of the 
useful legislative measures niich the State has to 
recognise as conducive towards sound and successful 
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"banlong. Steps have to be taken to facilitate the 
making of loans on immovable property belonging 
to the joint family,' be it Hindu or Mahomedan. 


CoJsCLTjSIOU. 

The one distinct lesson which a keen observer of 
Economic History would disclose is the integration, 
collective endeavour and the co-ordination move- 
ment in all fields of economic activity. Neither 
vested interests nor mere blind customary habits 
should stand in the ivay of ivider unity. The ,deve^ 
lopment of espirit dc corps, improvements in the 
technique of administration of the smaller banking 
institutions, the rationalising of the barildng 
methods of the indigenous banlcers and the applica- 
tion of willing and effective co-operative methods to 
the more advanced problems of our money market 
organisation w^ould prejiare the way for the baiildng 
millennium. Even if it ivere not to bring about this 
laudable desire, it would tend to create a compact 
money market with homogeneous institutions which 
wouldremove orie of the mairi present-day troubles, 
f.e., the great disparity between the bank rate and 
the market rate in the important money markets. 
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APPENDIX I 


THE REMONETISATION OF SILVER* ^ . 

Propounded by the great banlcer Sir. J. P. Darling, this; 
idea of restoring silver as the metallic standard in the Eastern, 
countries, viz., China, India, Sudan and Arabia, is becoming- 
a fashionable recipe for solving the present-day -world-wide 
trade dxepression.^ If the Eastern agricultural masses -were- 
to regain their purchasing power, which they would by the 
selecting of silver as their standard monetary metal and thus- 
increase the value of their silver hoards, the Western manu- 
facturing nations would find a market for their products. 
Mutual prosperity would result out of this step. Thus 
viewed, this proposal is merely a repetition of what happened 
in the Uniteii States of America immediately after the Civil 
War. To prevent the commodity prices from falling lower, 
silver dollars were added to the circulation as a result of the- 
persistent agitation on the part of the silver interests. Currency- 
history is only tending to repeat itself. 

Secondl}', the present-day distribution of the world’s- 
gold is faulty. The United States of America and Prance* 
are possessing the hulk of the world’s gold stock. They are 

* This was originally publishfd in the “Indian Finance” and in the “Indian 
Journal of Economics”, July, 1931, 

*See Lord Braboume’s Speech. Annual Meeting of the Consolidated Gold- 
Fields of South Africa, reported In the Stulrsmon. 29tK December, 1930. 

See also Senator Pittman’s Speech at Washington of Z5th November, 1930,:- 
quoted in tbe Uhtrty, 2 1st December, 1930. 

^France receives gold as a res-jU of tbe fact that she receives far more from- 
the reparations payment than what she pays to foreign countries. This theory- 
accounts satisfactorily for the increase In gold as well as steady short-term foreign- 
balances which are not converted into long-term capital investments and arc being; 
used in short-term money markets. These are tending to act as a drag on the- 
srabilily of the international monetary situation. See the Sialtst, September 

6th. 1930. 
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last 'becoming a bottomless sink of the prccioiK metal~gold. 
'fEbongh the in'waTd flow of gold back from America into the 
• European monetarj" systems becomes, discernible since 
tl927-1928, tbis' movement is not a very perceptible one and 
:!tbe ideal distribution of gold which ought to follow the well- 
- known law of the Territorial Distribution of Precious metals 
Is becoming impossible rinder such conditions. The credit 
kystem of the different countries of the world cannot there- 
!fore be based on gold, which is becoming rarer as a result of 
•hhe diminished output of gold from the mines and its being 
docked up or selfishly' imiiotmded in the banking systems of 
‘these two countries. Sound international credit conditions 
Hsannot' ensue as a result of these twin problems concerning tlic 
world’s gold stock.® If international bimetallism' "were to be 
■adopted, world-wide credit disturbances need not bo appre- 
hended. 

Nextly, the token silver coins which are used extensively 
in Great Britain, France and the Continental countries . in 
•the pre-war days have been given up. Becoming habituated 
to paper substitutes during the war-time they have given up 
the minting of silver as a subsidiary metal in their present-day' 
eomposite monetary standard. Unless this practice is also 
^revived and the monetary demand added to the pure indus- 
trial demand for silver, the value of silver would not rise to a 
substantial level— profitable enough to continue silver pro: 
duction on a large scale.® 

®Sec Sir Henry Strakosch/ tlie London Economist Special Memorandum,- 
dated 5th ]uly, 1930, entitled “ Gold and the Price-Level.” 

See also the Interim Report of the Financial Committee of the League of 
.Nations, enquiring into the problem of ” Gold and the Prices.” , • ' 

. ^ About 66,000,000 oz. of silver coins .were demonetised by France and 
Belgium. See Senator Pittman's Speech. . . 

c ■' ® At one time the price of one oz. of silver was about 125 cents and it has 

no.w dropped to 33 cents per.oz. , In' order to make it remunerative the suggestion 
. of Lord Brabourne is to raise the price of stiver to 2s. an oz. 
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TUe dumping of Bllvor by the different govemmenta it 
reaponsiblo for the unduly low price of silver or the pheno- 
menon of lower prices in spite of diminishing output of silver. 
‘The silver interests of the United States of America, who are 
still a power in politics, are already vigorously protesting 
against this unwarranted interference with the price of silver. 
It is indeed curious that the suggestion of soiling silver by 
means of open tender has not been adopted although about 
46,000,000 oz, of Indian silver wore sold by the Government 
of India. This low price of silver is considered to be the 
main cause of lowered trade with Cliina and the East. It is, 
however, forgotten that even the Western countries lack the 
real purchasing power, as the incubus of the war debts weigh* 
hea^dly on them.* 

Academically speaking the proposal is based on sound 
reasoning. But the present-day world is tired of novel 
monetary plans. Conscious of the fact that no commodity 
standard, be it gold or silver, can give us en unvarying price- 
level, people liavo been looking to banking policies as their 
saviour in tliis particular direction. International Central 
banking co-operation would become impossible if the world 
is divided into the East and the West, the former using gold, 
the latter using silver as their standard monetary metals. 
The complications, to which foreign commerce between the 
two groups possessing independent currencies would be 
subjected, would be important obstacles of no mean charac- 
ter. Besides these difficidties it would not constitute A 
permanent enrrenoy reform. 

It is not by this monetary remedy alone that the present- 
day world- wide trade depression can be solved. A revivifica- 
tion of the purchasing power would stimulate eSective demand, 

•Sec Mr. GoodenougVs ecteme for the International SEtllement of War 
Debts. The United Stales of America sends a full third of its exports fo Europe 
and this lack of purchasing power it no leas responsible for trade depression in the 
U.S.A. than the lack of ability on the part of the Eastern Countries fo consume 
. American goods. 
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ljut thoro is a Tcmarkable lag between the fall in agrioultura 
prices and the fall in the prices of mamif actured commod ' 
While bountiful natxire tended to reduce th? prices of agri- 
cultural commodities in almost all the countries os a result 
of the, surfeit of these good things, the. labour organisations 
of the wide-awake economic systems have refused . to 'be. 
content with lowered wages.® As no assault on the earnings 
of the wage-earners has taken place, no pronounced reduction . 
in the cost of production of manufactured products has 
rekilted. Unless attention is drawn towards improvements 
in this direction, the mere increasing- of the purchasing power 
is no solution. The elasticity of business and industrial 
factors®, is totally lacking, with the result that there is no 
proper adjustment to the low level of the commodity prices 
brought about by lesser purchasing power and previous over-., 
buying of the manufact\ired articles, which were sold with 
ease in the past few years. The consumers are “ suffering 
from a severe attack of indigestion ” and unless this demand 
is exercised once again the industrial depression will not-poss'.t® ' 
While the world population has increosed slowly, the output 
of prime commodities and manufactured commodities has 

? The prices of raw materials and foodstuffs have fallen by about 30 per cent, 
■while that of manufactured exports by 20 per cent., the cost of living by . 11 per . 
cent, and the money wage by less thantwo percent. — SeetheReportof the Business 
Conditions intheUnilcdKingdom, October 20, 1930, Memorandum No. 25 of the ... 
Royal Economic Society, p. 3. The case is not diffeicnt with the olhi r important 
countries of the world. 'See the Sfafisf, Septerhher 6th, 1930i ' Article entitled 
'■Trade and World Harvests'.” i’ " . . ' jy • 

* Look at the recent German Strike in the Berlin Metal Industry at ’ a result 
of the refusal of the Trade Union to accept the official arbitrator’s • award. ' See the 
Slatisl, October 25th, 1930, p. 568. • - 

•There is no attempt to revise wage-scales downwards nor lower. the ga/i 
between the wholesale and retail prices. These factors; are responsible for. the"- ^ 
economic sickness which has been aSecting most of the countries of the world. . 

^®Sec iht Business Letter of the Canadian Economic Service,' McMaiter 
University, Hamilton. Ontario, October lOtb, 1930. ' ' - ‘ 
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increased greatly bringing about this inevitable slump and 
business depression. 

The tariff nidsance is no less a menace and the free move- 
ment of commodities is being hampered in all countries 
despite the pious and ineffective resolutions of the World 
Economic Conference convened in Geneva by the League of 
Eations in 1927. The Smoot -Hawley Tariff precludes the 
other countries from purchasing the cheap and versatile 
American goods. It is only just recently that tariff truccr- 
negotiations have been completed to facilitate m'jtual trading 
relations between Bel^um. Luxembarg, Denmark, the 
Netherlands, Norway and Sweden.*^ Tlicso protective tariffs 
generally make it impossible for foreign countries to find 
markets for their exports. It is now becoming apparent tbat 
world prosperity cannot bo built under such conditions. 

, World-wide economic stability cannot he secured by this 
single monetary reform — the resu.scitation of silver as a 
monetary metal in the East. In so far as it concentrates our 
attention on the concurrent gold output and distribution 
problems it does some indirect service. But uidess all the 
countries adopt the same monetary gauge, i.c., gold, as a stan- 
dard metal, there would he no unifying element and exchange 
operations would be rendered difficult by tbis reform, ilis- 
chievous consequences fraught with great danger might arise. 
Changes in the market price of silver would add to the risks of 
foreign commerce. It would degenerate to mere gambling ; as 
the moving parity might cause at one time excessive activity 
in the home trade and excessive activity in the foreign, trade 
at other times. These fluctuations would be erratic and 
caunot be anticipated by any rational processes of reasoning. 
Hence international trade would be greatly hindered. It is 
for this reason, that though silver is used for interiral 
« 

^ Sec tKc SiatenTi’m. Litter of the Oslo Correspondent, published tn 

December 24th. 1930. ^ - 



TJIE BBMOlpSTISATION . OF SILVER. Ill 

purposes, gold is selected for. .external payment purposes by 
the silver using countries. 

Again, there is a faulty assumption that silver production 
Avould be on the increase to such an extent as to satisfy the 
proposed increased monetary demand. It is the opinion -of 
exports that nevf silver from the mines of Australia and the 
Umted States of America would dwindle and that the supply 
of silver would fall off in the near future unless it is to be 
counterbalanced largely by increased output from the Mexican 
mines, wliich have so far been only partially exploited.^® 
During the recent war-times and the disturbed political 
conditions ensuing in Mexico, the silver mines became an 
uncertain factor, with the result that the price of silver rose, to 
an unprecedented height. It caused grave danger to the 
Indian monetary system which could only be solved by the 
timely action of the United States of America in passing the 
famous Pittman’s Act to satisfy our demand for silver, to the 
extent of 350 million dollars. Will not similar conditions, 
ensue if India and the Eastern countries were once again to 
mint silver furiously to satisfy monetary demand ? 

Silver apparently has no monetary future. Silver ritpees 
are fast returning to the Government Ti’easuries in: various 
parts of several of our provinces. This tendency shows 
unmistakably that our people dislike the silver rupee as podket 
money .13 Only in the remote interior does the silver rupee 
hold its fascination on the rural masses. In almost all 'the 
bigger centres and trading marts, the merchants and bumness- 
men are maldng an increasing use of the Qoverment facilities 

13 The production of silver as a by-product of lead and other tu nes has also 
to be reckoned in these calculations. Improvements in mining tray also tend to 
increase the output of silver from the mines. But the production of silver was 
materially reduced in each month of 1930 bringing about, uhfortunetely, no increase 
in fbe price of silver. . “ • . - 

l®See the Annual Report of the Controller of Currency, 1928-1929. The 
■average active circulation of notes has increased by nine cfoies during this year. . 
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for remittance provided through treasuries and currency 
offices. 

Even in Iraq, the Arab is now holding gold and the 
proposed new currency (December 1930) as in the case of 
Palestine is more or leas a gold -exchange standard with 
internal currency based on sterling. The Turkish Gold Lira 
has already risen by one rupee oa the Arab is bujdng up gold.** 

It is not only in the East that the popularity of silver a* 
a form of money is waning. When the Federal Government 
of the United States of America attempted to coin silver into 
271 million dollars in 1921 and force them into the circulation, 
the people did not respond nor show any genuine preference 
for them.*® It is attempting to eliminate the silver dollar 
and oertificato from the monetary system altogether and keep 
it os purely subsidiary metal for small change and circulation 
purposes. General domonetisation and falling prices are 
inevitable so far as silver is considered for both in Franco 
and Germany bank notes of smaller sixe are being increasingly 
used in place of specie.*® The old iircdeemablo five-franc 
silver pieces arc no longer the monetary standard in France. 
This old limping standard lias given way to the new gold franc 
and the gold bullion standard system has been adopted in 
1928. Thus there is a continual demonetisation of silver 
all over the world. The silver standard is fast liecoming a 
barbarous relic. The economic disaster, such as the present 

** Quoted from the Slolernion Bagdad Correapondent’s letter, dated Deccm- 
ber 11. 1930, published on December 24, 1930, 

^^SeeG.W.Dowie's American BanVlngandMonetar} Policies. p.300. It 
Could not but be so, for, from 1928 tbe monctarj* policy was to substitute small 
Federal Reserve notes for the silver certificates in one and two-dollar denomina- 
tions. 1310 attempt is to completely retire silver dollars and siU er certificates from 
monetary circulation. 

**See the Interim Report of tbe League of Nations on " Gold and Level of 
Prices.'’ It recommends that the extended use of cheques end smaller bank notes 
should be given up and in their plate subsidiary coins should he used or else the 
demand for gold as the basis of credit would not be lessened. 
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world-'wide industrial trade Blump might have been aggravated 
.by the uarrowing of the basis of credit, but it is not the sole 
■cause and although " cheap and easy ” money is being 
intentionally maintained by the baiiking policies of some of 
the advanced countries yet there is no immediate recovery 
■even in these countries pursuing this policy. 

The adoption of silver monometallism by the Eastern 
■countries would make them flounder considerahly before 
■they can perfect their hanldng and monetary policies. There 
is a distinct trend all over the ■world to give up the metallic 
currency, he it gold or silver, even though the gold standard 
In one or other of its varied forms is being adopted. The 
•use of paper as internal currency is on the increase. This is 
"the case in almost all the Eastern countries except in China, 
“Which begins to hoard silver as soon as political conditions 
■des'troy the confidence of the masses in the note-issues. 
It worild he a retrograde measivre if these Eastern countries 
were to give up tlus useful habit as a result of this suggestion 
mhd accept silver monometallism with silver coins in circulation 
-as the'jvccepted feature of their monetary organisatioh. 

One of the best solutions of the world-wide trade 
■depression is to forcibly lower, the long-term market rates, of 
interest to the old pre-war level. Prof. Keynes rightly points 
out that “ to the Economic historian of the future the slump 
•of 1930 may present itself as the death struggle of the post- 
war rates of in'terest and, 'the re -emergence of the pre-war 
rates. The market rate of interest is no doubt falling 
hut not fast enough to catch up the natural rate of interest, 
Hence there is recurrent profit deflation leading to recurrent 
'income deflation and a sagging price-level. So the banking 
systems should influence the market rates of interest- and 
.-induce the belief that low shortderm rates of interest ' would 
'■tend to prevail for a long time. ^Tlm can be done by lowering 

J. M. Keynes, Trcoslise on Monty. Vol. II. p. 384, • - ■ • ,■. 
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the deposit rate of interest in both countries, viz., Great Britain 
and the United States of America, to half per cent. Interna* 
tional Central Banldng Co-operation should have as its main 
plank of reform the maintenance of low short-term market Tates 
of interest by means of bank rate policy and the open inarket 
operations. It is by these methods the rate of investment- 
has to be controlled and through it the level of prices. Any 
other mistaken policy is bound to sap “ the very foundatioiis 
of capitalist society,” says Prof. Keynes, who has unfortunately 
been playing the role of Cassandra for the last eleven years. 
But the p)olitical xmcertainties create an air of tension and 
the psychological confidence required on the part of the capi- 
talists to make long-term investments is not forthcoming. 
Hence it is likely that capital resources will be allowed to lie- 
idle in the short-term money markets. Thus this banking 
policy also is bound to be sterile so long as this -confidence is 
not generated.*® 

For the various reasons cited already it is impolitic tn 
give up the \vise policy enunciated by the Hilton-Young 
Commission. An international agreement to use silver for 
monetary purposes on the part of the different countries would 
be a backward step. All that can be done to pacify the .silver 
interests is to arrange for a more judicious way of disposing 
off the unwanted silver by the respective Governments by 
means of maldng them accept the open tender system for the 
sale of silver, so that the industrial requirements might be 
.satisfied in tins manner. Tliis would prevent silver touching 
rook-bottom prices in the near future. 


India, once, had the opportunity to give up the silver 
aud return to the gold st andard during the recent 

• * T!"* Fedsra! Reserve Banking »ysfem is steadily pursuinc f lie policy of 
creating easytna-iey Conditions daring the first and second half of 1 930. The 
rccenlre^rt 'saued by the Harvard EconomicSociety shows that the stage has been 
s-ta res y tor a finansialrecovery but the needed internal adjuslments in business 
avenot been taking place and there is no recovery of trade and industry even in the 
25 Economic Society,. 
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■vvar-time. It was sadly neglected and as a result of the 
ilooding of the market with silver the present-day misfortimes 
■are being exiierionced. We cannot hope to extricate our- 
selves out of this impasse by following a policy of wait and 
.see or by > accepting the proposal for the remonetisation of 
.silver. 

Even granted that an international agreement for the 
•-increased use of silver as monetary metal is brought about 
and .the vested interests of the United States of America were 
to succeed in raising the price to such a level as to ■wipe off 
the difference between the nominal and bullion value of the 
-coin, the Government of India can safely issue the one-rupee 
notes as a valuable expedient to tide over such contingency. 
Any further increase in the use of silver for our'' internal 
•currency , purposes would be postponing for ever the sound 
-currency plan adopted by the Hilton- Young Commission and 
■jpartially carried out by the Government of India. 
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APPENDIX I. (A) 


THE STARHJSATION OE SILVEH— PART I.*" 

MArf<' TtRAHOS ron riiift maazrrwi*' . 

Ali»H)si t?f''ip.\iriiiR of the iwi'-iibitity of sSftbiliAinff th'> long- 
poriort VftUto of ond fintlinir, it inf’r<'!V'!siisly itn{wn.db!o' 

(o bring altnul nn ofjiiitftWo iliPtribiilion of ■vrorld’ft existing 
gold r.tfiC'i;* dm-^tic nad rfw.Hcally novel pnoixifAlB* nro being 
Miiggtrdwl bj* *eononi!'''ts, bij'jnen, nnd Iho VMt<xl silver intor- 
oMts (o artifiemUy raiwi the andtie of silver by ehoor Jmte 

* P* rvr puliliiKe;! in |K»’ IntlUn /e<,fwl of i conce-iicr— '«!> 1912.“ 

* Na »tr5nj» iti'tnpt fvJ» iw«n m»dr diu« f»r in vr»r?!( wisl* «Ki» J'foMo*' ** 

lt«»t on tlio Itiift roewnne-ndrtl by tl>t Ctnn» FirJinrUl Ccnftftnco of 1922, nor K»« 

the TKonwtOflilio'.i of ibo of Nulioni GoU Dt'-tsdon Cnn-mitir® Ivon- 

rarriel out by tin" diflrirnt yoW'vu'nR counUeii. Tlie tiupfonne of tbs 
ttofj by ibf Unltrd Kiny^om on Br,it«flbfr 3f»! I9JI follwrA by eSbtr 

cauntrisJ binmicit tb* ptmibiltiy of maVini! joltl ah i’nirrT«i!o".!iI ♦lAixbril « vtry 
rrmnte co.n!ins:enry. Sifflinj ii RobJjml tbe etten-pt of lbs Btititb 

Currrnry i« to ptovole a tolij proof of tbr rtsbility of tbc jtoopd sterlintt ** 

ayalnit tbc ko 1<!. B«l a lime will come when it vHl bavc lo l>c fltUchpel to a itandAf^- 
Petbapi tbe moral Irnimpb of the ” tahuUr ttantUrt!" v.Ktch !» »o arifcnily preacbei 
by eae.'y MarAillisn «« about to liecome en acce(itn! fact. It li <)urie litdy tbat * tbs- 
tai»rt-t-faire bar,! «bcU (?o!j buy* *' will net aocceeil for there i' n delrltnmed attempt 
be!n< mide by the Empire Economic Union to baecA bip Empire Centra! Bsntof it*, 
o.vn and settle the Doininiott Eacbanip; problems with its help, 

(-). Both AmeficA and Fnirtce refuse to play tlie came of the International Gold- 
Standard. As creditor countries they icfuse to lend Ion? and they do not atW ibeir 
sold to upset or even influence their price-les-el. Gold is sterilised or bottled op with, 
the effect that the Anienean or the Freiicli price-level does not rise and brioR about' 
an intemaliona! earrenl of the inflow of goods. Gold must be lent to the countries 
of the world cheaply, easily, and freely to aecurt currency stability In 
these borrowing countries. The Federal Reserve Board is now raising the 
Bant rale to check the, ouldaw of gold from tbe American Banking system 
on the plea that its free slock of gold as compared svith the short term 
tndehtedness doss not permit her to view with equanimity the gold drains. 

0. See my article on ** Remonetisation of Silver " published in the hitem 
cf Feonemtes. July 1931. Fee Appendix I, 
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de tnajcur. .Itie not, ho^v6ye^,•.^ihdo^stocid bj' .these enthuBiaetB- 
that artificial prices sotting at -naught the .natural govemu^ 
forces of demand and supply would be a menace to econoihic' 
stability dn. the long rrm- Governmental intervention is being 
sought in the direction of raising the gold value of silver from 
the. present-day natural low level to the highly artificial ani 
theoretical level of 30d._an ounce.^ The average price of silver 
as determined by the few figures available with reference to 
its price durii^ 1927 to 1931 is far below the same which pre- 
vailed during the previous years prior to the recent war. The- 
stable pre-war price was round about 30d. an ounce roughly. 
So the-proposals are to delightfully raise the value to this 
particular level which will be greatly appreciated by the 
European, the Indian and the Chinese people. Obviously it 
would bring profit to the silver-producing interests of North 
America and Mexico*^ for the Governments whicli are parties 


^ Sse Hon' We (no.v Mr.) L. S. Amory's article on tKe RebsWUtalion of Silver 
in the CoY.mera November 5, 1931. ' ’ ' 

. - In July (931, Mexico' literally abandoned the Gold Standard, although 
nominally.it has retained the gold peso. ’ _ ... 

■ ' *The following table shows the chief silver producing countries and their annual 
output. .See the Stastistical (Year Book of the League of Nations, p. , 1 42. 

^ ' '(in kilogiams) 


Continent. 

1923; ' 

192'. 

’(925. 

1926, 

Africa . . 

North America 

Central America 

South America 

Asia . . 

Europe 

Oceania i . , ' . . 

72.950 

28,58,387 

29,02,400 

8,51.500 

3,13.400 

2,78,000 

3,84.600 

79,700 
26,47,502 
29,27,700 
8,32,700 
3.47,400 
. 3,17,400 
2,99,750 

63,850 
26.85,395 
32,42.300 
. 8,86,400 
3.60,000 
- 3.57.000 
3,30,700 

'60,950 
26,45,237 
34,07,400 
9,88,800 
3.80.000' 
. 3,71,900 
3,33.900 

Total. 

76.66.000 

. 74,51,500 

79,25.500 

. 81, 88.000- 

Continent. . , 

1927. , , 

.. 1928.' 1 

1929. 

. 1930. 

Africa . . . . 

North America • . . 
Central America 

South America 

Asia '-i .‘.■•'.r-'-' 
Europe...-. 

Oceania 

64.700 
■- 25.85.704 
36,03.000 
7,92.200 
4,05,^00 
. 3.84,600 

3.74.300 ; 

61,800 
24.99,593 
4:55,500 
9,04.400 
4,60,800 . 
3,74,500 
■ 3.12,300 

66,200 
26.42.407 
34,68,000 
9,12,700 
4.56.400: 
3,60,000 
■ 3,26,200' 

23,76,400 
' . 33.60,000' 

•4.50.000 

' SAS.OOO' 

To'ui, '■ 

■82.!0.006 

ro.69.000,. 

82.34.500 

7.00,000' 
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to tlio Ecljemo ■would bo literally carrying tbo industry at iheir 
•own exj)cnse. Tho monetary “ cranbs ” aro gradually spread- 
ing tbis idea into tho minds of many. But before this nO'W 
Idea is permanently approved it must bo analysed and studied 
in all its manifold bearings. 

In order to make tho public amonablo to their suggestions 
n great many evil consequencos are being jitedicted if the fall 
in the gold value of silver is not immodiatoly arrested by 
timely action. 

Other suggested ADv.^irrAOES. 

Apart from solving tho present-day sitnation arising out 
■of the maldistribution of gold stock tho other distinct advan- 
tages which would follow the above timely action, viz., the rais- 
ing of the jirice to 30d. an ounce, can ho briefly stated to be os 
follows. Trade -with silver-using countries like ChmSj Mexico, 
■and India would bo greatly bamjiorod as a result of further 
fall in tho gold value of silver. As tho value of their exports is 
■Cut down their o'wn capacity to import foreign goods is corres- 
pondingly reduced to tho value of their exports. “ Exports 
pay for imports” is tho most classical economic theorem 
which needs no olaborat-e proof here. 

Ncxtly, tho free introduction and investment of foreign 
Capital in the silver-using countries would be jeopardised. ‘ 
Steadily'-falling silver in the last seventies of 19 th century aot-ed 
as a severe handicap to the free, sober and reasonable invest- 
ment of capital in the silver-using country. A similar situ- 
ation would arise. 

Govornmontal instability in the case of aU the silver-using 
oo'untrics -would be tho ino'vitable result. East falling silver 
money means 'unexpected 'budgetary complications as the 
silver-using countries have to pay interest on their loan 
amounts in gold. The Central and South American Govern- 
ments have been anticipating serious financial and political 
complications under this score. 
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Lastly, tlio value of the silver hoards would be cut down, 
in duo proi>ortion to tho fall in the gold value, of silver. One 
modest estimate that has been recently framed is that these 
hoards have already lost’ 60 per cent, of their pre-war value. 
These financial reserves, if at all they exist,* would have to- 
be sold at reduced value when tho occasion or compelling^ 
necessity arises to sell them.* In short, tho progno-stications- 
of these pessimists foreshadow that tho economic development 
of tho silver-using countries would bo gravely handicapped. 

Henco the “ currency cranhs ” are exorcising their 
ingenuity in devising now apparently plausible schemes to- 
rehabilitate tho value of silver. But the future price of silver 
may not bo such smooth and plain sailing as these enthusiasts 
think or calculate it to bo. 

The Autificiai. pirceoe sOd. an oukce. 

An interesting case is being made out for the acquisition 
of silver at tho theoretical price by tho Govermnents of tho 
chief silver-using countries such as India® and China end tho 
Governments of tho United States of America, and tho United 
Kingdom. Tho silver-producer is to be protected and com- 
pensation has to bo paid to him by the.general tax-payerft 
of these countries. Tho historical example of the U. S.-A. 
Government’s purchase of groat stocks of silvor at a high rate 

* Of late, there has been a remarkable change in the monetary habits of the 
people. .The shifting of Indian silver reserves into gold is a comparatively noticeable 
phenomenon of some importance in this direction. Secondly, the existence of wide- 
spread poverty along with these silver hoards cannot be reconciled as pertinent truths,. 
The national vice of hoarding is nothing but an exaggerated myth and delightful 
schemes cannot be based or safely adumbrated on fabulous myths. . 

2 See the Evidence of Sir Charles Addis and the Right Hon'bleMr. Montagu 
Norman in this respect before the Hilton Young Commission. 

. ® The plan of the IntemationalChamberof Commerce is to sell silver at a very 
high price to the Government of India. It Ucitly recognises that any scheme for tht 
uplift of.silver that does not include Iridia is bound to be a tacit failure. Similarly 
if the Government of Indiawereto sell silverat a price below the artificial price tbit 
would tend to drag down the price of silver. . . .... 
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in the last seventies up to 1 893 is generally adduced in favour 
of this measure,^ <■ 

J 

Economic tbiction. 

This measure cannot however appeal to any clear-think- 
ing economist. It requires these different Governments to go 
into business on a gr<.nd scale and it would probably involve 
immense wastes if the scheme is not carefully carried out. 

Even granted that it is carefully carried out, the present- 
day difficulties would be intensified by perverting the price 
mechanism and bullion market machinery. A little elucida- 
"tion of these i>oints would be needed to enable the reader to 
grasp the real practical points at issue. 

Intehtebence with pbice meohani^i. 

The silver producers now find it difficult to sell the mined 
and “ by-product ” silver specially in a market where the 
demand for industrial use alone is prominent. The recent 
demonetisation of silver, even for subsidiary coinage purposes 
has completely changed or altered the demand factors for this 
metal. Seventy-five per cent, of the total silver production 
was formerly used for monetary purposes and twenty-five 
per cent, alone was absorbed in the arts. Silver was more a 
monetary metal than gold for more than thirty per cent, of 


^ The Blatid-Allison Act of 1878 tvas the first silver purchase law of the U.S.A., 
■Silver bullion, whose value was not less than 2,000,000 dollars and no more than 
, dol. ^.OOO.OOO, had tobepurchased every month and coined into silver dollais and added 
to the monetarj circulation. Between 1878 and 1890 the U. S, A. Government pur- 
chased the minimum quantity montlily and roughly dol. 352,000,000wcre added to the 
monetary circulation. The famous Sbemuin Act was passed in 1890 and was in force 
Jor a period ol three years. TheUS.A. Government had to acquire monthly 
4,500,000 ounces of silver. About dol.2l8,Q00,000wereaddedtotKecirculation. The 
price-level did not however respond quickly to these additions of purchasing power. 
The stiver inflation however kept the American price-level about the w orld level and 
tended to drain gold out of tbe country. The financial panic of 1893 m the 
- S A. led to the repeal of the silver mflation measures. 



THE STABIIiISA,TION OF, SILVER. — ^PART I. 121 - 

gold’s demand arises out of industrial nso and roughly two- 
thirds of the gold output alono is used for monetary purpoaes.*^ 

Now that monetary demand for silver is being given up 
in India, in the Eastern countries and in Siam the excessively 
high stocks resulting out of unabsorbod silver bullion cannot 
bo disposed o£E at the theoretical price. This great discrepancy 
between the theoretical price and the natural price cannot bo 
checked all of a sudden. So the slow and painful process of 
Governmental purchase or block-purchase by a Silver Syndi- 
cate* is recommended to enhance the market value of silver. 

The U. S. A. and the United Kingdom and Indian 
Qovenhnents are to store this silver securedatahighpricoand 
use it for subsidiary token coinage purposes. Mere hoarding 
like a proverbial miser gloating over his stocks of precious 
metal will not bo of any groat avail. The deriving of mere 
psychological and aesthetic pleasure in holding comparatively 
large stocks of silver will not be a significant thing or advantage. 

Possible inoBeased output op silveb. 

Under the conditions of Governmental block purchase at 
the high theoretical price the silver output might be stimuls'^ . 
ted. No attempt will be made to discover diversified uses 
for silver. It cannot be considered as a mere emergency 
measure for silver stock is booming too great even for all the 
present-day uses. The increased stocks will result out of 

P) The Gold Delegation eitimates the total demand for non-monetary purpoie 
at about S 200 milliont per annum out of a total of $ <100 millions and the balance 
it generally utilised for monetary purposes. 

(*). It is announced in the newspapers that a London Silver syndicate is ac- 
quiring 600 mil. ounces of silver from the Secretary of State for India. ' The object 
it to unload it slowly at a greatly enhanced price. vi 2 .,at 15 percent, higher price than 
the pteaeut-dav market price. This reminda ua of the Syndicate which putchaaed the 
untold silver stocks of the cornered commodity of the late Mr. Chunilal Saraiya and the 
successful way in which it unloaded the silver 'stock.'-. But times were andoubtedly- 
propitious then as the Governments were making good rise of silver for subsidiary coin- 
age purposes. Such daring marketing manoeuvre cannot be immediately . successful 
in a market where the monetary demand has altogether been given up or forsaken. : . 
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<(a) ‘ ‘the mined output -wbicli might be Stimulated as a result of 
the very paying prices ” at which Governments would be 
lorced to acquire silver ; (6) the hy-product silver would also 
increase to secure this enhanced price ; (c) the released silver 
-coinage hoards which would be sold off at this high theoreti- 
cal price to the above Governments. 

.. The reduction of output of silver will not take place under 
-the above scheme. The plan itself would have to he stretched 
over a ten-year period and might bo forced to become a perma- 
-nent ono. Government funds would always have. to he wasted 
on the somewhat barren undertaldng of raising and steadying 
the price of the glut of silver products, both mined and by- 
product silver as well. Even granted that silver mining down 
to the last marginal miner can be effectively controlled by the 
■Silver Selling Syndicate the millions of by-product silver cannot 
ho satisfactorily dealt with so Jong as these base metals — lead, 
copper and zinc — are produced. The released stocks of 
•Governmental silver would flood the market. The economic 
law of the doctrine of value concerning composite supply can- 
not he broken with impunity.* Unless and until the pro- 
duction of other metals is restricted there would be no 
diminished production of silver to satisfy the decreasing 
-demand in the world market. 

Meddlesome Intebeebence. 


Barring a temporary fillip and a restoration of eon- 
'fidence in the value of silver no permanent raising of the price- 
level to the theoretical level of 30d. can be secured. Acquisi- 
tion at a higher price stimulates silver production. More 

1 This law saj s that when two products are being produced jointly the fail 
in the value of one must be compensated by the rise in the priceof the otherproduct so 
.as to covet the cost of production such as mining, smelting, refining and transportation 
■ to marhet. Silver, zinc, copper aiidlead areproducedand if the value of silverw ercto fall 
^the value of copper, lead, and zinc should rise. If silver is allowed to fall in value mote 


must be paid for copper, rincand lead if their use is desired by the leading indus- 
^ nshom. Sec F. H. BrownaJl's Address before the Mineiaf Law Section of the 
Association. Atlantic, City, Sqs. 16, mt. 
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by-product silver means more.of the jointly , produced metala 
as copper, zinc and lead. These, would have to he sold at le^r 
price than at , present.. Their price has to be depressed to 
thatleveljwhich just pays the mining business. If this were 
not to be the case the increased profits under tho enhanced _ 
price of silver and tho profits under .the jointly produced metal 
would be too tempting to be resisted by the producers. There 
would literally be a surfeit of four metals imder this scheme. 
The scheme of “ boosting ” up of tho price of silver might 
inevitably lead to the Governments getting out of business if 
they were to saddle themselves with such an undertaking.’* 
Ultimately, in my judgment, a period of ten years would rnako 
the situation worse and more conformded than at present..' Al 
worse situotion n'iU have to ho faced by tho silver -producers.; 
Tho price mechanism of as many as four conjointly produced; 
metals will have to bo tampered with in order to realise this, 
cherished consummation. The prices of these metals are now 
being determined in the open competitive market* under a ' 
regime of “ free enterprise and private property” os the 
economic jargon would put it. Stocks of these metals, are, 
being ruled in the long run by prices prevailing in the markotj. 
The economic function of the market price is to tend to restore, ■ 
industrial balance in the matter of production. This is the- 
pivotal base of economic activity not only in mining but in any,, 
field of human enterprise. 

'Abbitraky- cokteol. 

The socialistic notion of controlling the consumption and 
production of fom: metals, silver, lead, copper and zinc, is- ■ 
bound to fail unless there is an elaborate and scientific planning 
of the most exact kind. It would iuvoive the control of many 
other activities -of the iieople on the part of thes e silver- 
producing and silver-purchash^ Governments. The .final,, 
up-shot of this coTUSe of action would bo that a vicious.; 
circle of arbitrary Governmental activity involving almost a 
wdrld-tride control of markets would be initiated. T^e; 
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■■scheme is hoimd to coUapBe just as all other schemes for 
•Cornering the sih^er and copper medals proved illusory. The 
mediaeval conception of considering metallic bullion as wealth 
is an old and downright fallacy. Even the man in the street 
with hardly or any modicum of economic knowledge would 
net believe it to he the truth. 

■ Fiasco in Pobuc Ftnauce. 

Most of the foreign consumers of silver would murmur 
At this declaration of the theoretical price in a high-handed 
manner by the Syndicate of the silver-producing countries. 
Ihiternational trade relations "would become strained as a result 
of the unnatural Governmental activity. The Governments 
have to strain their taxing capacity to gather the funds needed 
to raise the present-day market price of 17d. an ounce to 30d. 
An ounce. A great fiasco in the field of public finance would 
■ensue as a result of this attempt. 

Check to iKotrsiBiAi usi!. 

The last and the most formidable obstacle is that a high 
theoretical price would check the industrial use or absorption 
of silvov by the people. Take China and India, for example. 
■Jlore imports of silver generally take place into these countries 
AS soon as the gold value of silver falls. Similarly when the 
value q{ silver rises the industrial use receives a rude 
check. The following tables^ concerning the supply of silver 
And its absorption are highly instructive. 

Tabuiab Statement I.* 

Sitoer Supply (Millions of Fine Ounces), 



1920. 

1921. 

1922. 

1923. 

1924. 

1925. 

^roduclion ,, 

173 

171 

210 

246 

239 

245 

Demonftlmtion salet 

44 

41 

50 

4! 

4 

6 

Total 

217 

212 

260 

287 

243 

251 


-«i Tn'l ** *1’? following IsWe sre taten from the ailic'e tnliliad 

p ^68 ' ” Cratom,— TAt Jomna’ rfPoUlicjl 


nWei with Aoje of At No. 4590 March 1932 

hetcjnomi«/a figurtj are from an unp«bl!«he<f paper of Mr. Joseph 
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• ' ’ ' 'j ■ > 

1926. 

1927. 

1928. 

1929, . 

1930. 


Rtodactiott •' 

254 

•254 

^^258 

262 

241 


Dembnetifatiori *ale( . , 

2 

'■ 25 

71 

53 

71 


Total 

256 

279 

329 

315 

312 



Table II, 





Absorpiion of Silver {Millions of Fine Ounces.) 



1920. 

1921. 

1922. 

1923. 

1924. 

1925,, 

hlet Import! of India plua 
domeatS: absorption of 

Indian Treaaury sales and of 
nom'e production 

6 

57 

72 

98 

91 

105 

Net Iihports'of China . , 

113 

39 

48 

82 

32 

75 

New Coinase in Occident , , 

40 

69 

56 

57 

71 

17 

Industrial ose 

45 

53 

58 

55 

53 

59 

Total 

240 

218 

234 

292 

247 

256 

Unaccounted for .. 

—13 

6 

-26 

4 

5 

5 


1926. 

1927. 

1928. 

1929, 

1930. 


Net Imports of India plus 
domestic absorption of 
Indian Treasury sales and of 
home production 

Ill 

108 

80 

68 

101 


Net Imports of China 

65 

9 

130 

129 

130 


New Coinage in Occident 

31 

47 

21 

. 36 

16 


Industrial use 

57 

. 58, 

’53 

60 

' '50 


Total . . 

Z64' 

292 

284 

293 

. 297 


Unaccounted for 

8 

13 

■ ■,,—45 

-22 

-15 



The foUo'wing concluBipna can be aaiely drawn from, the 

above tabloe. , Since the in the price of silver commenced 
in X92Q there has been greater absorption of it in the industrial 
arts. Were the price to rise rather to a great extent the result 
would be lessened industrial use'.. , 
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Secondly, the now coinage demand in the Occident is 
falling. Although the uso of silver is recommended in place of 
smaller cheques and credit instruments so as to bring about 
an economy of gold, for lessor gold would bo needed for the 
lessened credit structme, still the Occidental coimtries have 
not translated this recommendation into actual practice. Since 
Great Britain reduced the mille-simal fineness of her silver 
tokens from 900 to 500 in 1920 and sold the released stocks of 
silver other Governments have followed suit. This unres- 
trained dumping of unwanted slocks of monetary silver has 
given a staggering blow to the value of silver. The Hilton 
Young Commission almost sealed its fate as a monetary metal 
and its plan of ultimate dethronement of silver meant imme-^ 
diate drop in its value. Most of the Eastern Governments 
have added fuel to the fire and thus there has been a steady 
deterioration in the value of ’silver as 63 mil. five oimces were 
being sold on average in the last tluee years by Great Britain, 
France and Indo-China. 


Tho final death-blow to the monetary use of silver would 
have been imparted long ago had the Kemmerer Commission’s 
recommendation to China to adopt a Gold standard in place 
of the present-day standard and the entrusting of its manage- 
ment to a newly created Central Bank been carried out in 
practice. Political chaos and imcertainty have prevented 
the scheme from being carried out in The temporary 

abandonment of the gold standard and the agitation to set 
up silver as a monetary metal once again to seome the much 
needed relief to gold have revived somewhat false hopes in tho 
minds of tho silver-producers. But we have already examined 
the main proposal of artificially fixing a high theoretical price 
of silver and its consequences. Tho next article will be 
devoted to the other quixotic proposals for the rehabilitation 
of 



-avaiti Central Bant svas created in China in 1928. 



THE. STABILISATION OP SILVER (PART II). 

Three : Forms of Resioretisation. > , 

' ; Attention was drawn in tho previous article to tlio si.nglo 
jrcin^y pi outright purcTiaso at the theoretical price ol 30d. 
on Ounce; Wo have discussed tho dangers attendant on this 
moasuro- ' The stored.-up silver cannot he released for indus- 
trial purposes at a high price. It can only ho made use of for 
monetary purposes in one form or other. Tho plans frametl 
for increasing the monetary use of Silver will have to ho 
oSaniined in this article. Three variations of tho remonetisation 
proposal can ho discerned. These three measures, viz., Central 
Bank Note-cover, himetallism and tho revival of jjre-war status, 
are planned out or meant to straighten out the real difficul- 
ties of tho silver producers who will have to continue their over- 
production and still realise profit. 

Note-cover, 

Of the three forms of remonetisation proposed the most 
important one is the declaring of silver as legal tender and 
compelling Central Banks of Issue to redeem a part of theh. 
obligations in silver as tho Banli of h^ranco sometimes did in the , 
previous century. Tlus suggestion has emanated from the 
Federation of the British Industries and tho Empire Econo- 
mic Union. ^ It proposes that Central Banks should pay 
ten, per. cent, of their maturing obligations in silver and silver 
alone. To place silver as part cover of tho bonlc notes is the 
gist of the above proposal. This suggestion is nothing hut 
an attempt to revive an abandoned ' practice. The Banlc of 
England was permitted by Section III' of' the 1844 Bank 
Charter Act to place silver up to one-fourth extent of its gold ' 

' Sec the Netvspaper Report of the Comtnitlee’s recommendations on Empire 
Currency and Finance, the S/at«man, p.10. Nov. 8, I93i; The same idea is reputed 
by Sir Hugo Cunliffe Owen, Chsirman of the Pritish American Tobacco Co., Ltd. 

. See the Englis^inim, Dec. 14, 1931, p. 11.' . ' 
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holdings in the reserve. An extension of tins practice is'^de* 
sired by the advocates of this proposal. The main object i» 
to enable silver to carry the credit load along with gold a» 
its sister companion. An organised purchase on the part of the 
Central Banks would have to be made to enable them to store 
silver in their portfolios and make payments in legal tender 
silver against the Bank notes and other liabilities. This would 
mean increased efiective demand and would immediately help 
the Governments in their stabilising activities. 

Difficulties of the Scheme. 

Although the immediate objective of raising the price of 
silver by means of concerted action would be forthcoming 
still there are certain difficulties attendant on this measure. 
If repayment in silver bars as is the case with gold bars in the 
gold bullion standard is the objective, it would bring about 
economy in the use of precious metals. A return to coin 
usage would be a retrograde step in the monetary field. ^ It 
would be forgetting the salient lesson taught to us during 
the wax period. There should be uniform action in this res- 
pect on the part of all banks and a uniform percentage select- 
ed so as to disarm criticism. Granted that this is secured by 
international coK)per.ation it does not solve the real monetary 
problem. The “ money illnsion ” must bo shattered as Prof- 
Bisher so ardently proclaims. Sound, stable and elastic money 
cannever be realised under a single metallic standard, viz., bn 
it gold or silver or bimetallism consisting of the joint use of gold 
and silver. 

PosstBLE Bee in the Pmce of Silvee. 

Nextly, if the organised purchase, on the part of thn 
Central Banks were to reinforce the arts demand for silver 
the inelastic supply would lead to the failure of the experiment. 

I Of late all the GovcniTntnta of the Eastern countries hare been vriseljr 
reiectins all forms of tneUlltc (siUer) psyments in their composite monetary 
aUn^rds. So the total coinage tjeman^ foi silrcr has fallen from 42 to 23 mil 
or daring the last 6»e years. See the Stateiman, p.?, 23r3 October 1931. 
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TL’heriso in the price of silver ensuing out of a scramble on tho 
part of tho Central Banks would load to the breakdown of the 
ox]^rimont. The total note issue of the important Central 
Banks of the World amount to a high hguro as shown in the 
foilowii^ table. - , 

Noiecirciilaiionin 1930 of some important C. Banks and 


Governments. {000,000, omitted). 


Country. 


Bonk. 

GooernmenL 

Total. ■ 

South Africa (£) 


.. 8-5 

...a 

8-5 

Egypt (£.£.) 

• • 

•• •••• 


21-0 

Canada (Dob) , . 

• • 

•• *••• 

• • •• 

2 oro 

U.SA (Dol.) 

• • 

.. 2267 

296 

2563-0 

Argentine (Peso) .. 

« • 

• • • • a • 

1261 

1261-0 . 

Brazil (Milreis) . . 


• • « • « « 


2771-0 , 

Poland (2fIoty) 


• • • • • • 

a • • • 

1331-0 

Roumania (Leu) , . 


19605 

» « » • 

19605-0 

U.R.R.S. (Rouble) 

• • 

•• •••• 


4027-0 

Yugoslavia (Dinar) 


.. 5397 


5397-0 

Australia (£) . . 

• • 

.. 42-5 

• » • • 

,42-5 

New Zealand (£) 


6-7 


6-7 

Japan (Yen) 


• • 


1557-0 

Germany (Mark) 


•o 5398 


5398-0' 

Belgium (Franc). . 


• • 


16532 0 

France (Franc) .. 


.. 76156 


76156-0' 

Italy (Lira) 

. • 



15680-05 


In tho above table* the total note circulation of tho Bank 


and the Governments has been placed before the reader. 
Sometimes the total figure alone is given. This is due to the 
unavailability of tho detailed issues of tho Bank and the 
Governments. The figures are stated. in the currencies of the 
respective countries. The bracketed expression is the currency ' 
denomination of the country. In addition to these some of the 
Governments have been issuing coins also. But these, figures 
are deliberately excluded by me as the metallic coins contain 
a cover , within themselves which varies according to the value 
of the precious meta l contained in them. 

® The figuresin the table are taken irora the Statistical YrarBookof theLeague 
of Nations — 1930-1931, pp. 220-222. As for the rwiprocal parities of the different 
currencies, see Table . 1 of the same publication, pp. 12 to 13. 

6 ' . . 
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If tho Governmonts and the C. Banks wore to so decide 
that pajTWOnt of the note liability to tho ostent of ten per centi 
n’ero to bojnado in silver alone most of these which ate storing 
gold assets alone will have to change their composition- Liter- 
ally they will have to give up storing gold to the extent of silver 
reserve they mean holding accordmg to this provision. The 
demand would bo so groat tliat tho experiment would fail 
on account of the unavailahtlitj- of silver to satisfy their huge 
requirements under this licading.* 

But it can bo argued that tho Central Banks and the 
Govenunonts might bo granted the privilege of paying gold or 
sih’er according to the Central Bank’s convenience. Such a 
salutary- safeguard can bo enacted. A provision to this effect 
was engrafted in the charter of tho Bank of Fi'ancc. Prior to 
tho yorw 1(128 when tho Gold Bullion Standard was adopted the 
Bank of Franco could legally pay its obligatioivs in 2?ive- 
Franc Silver pieces if it desired to do so. A similar provision 
that these currency authorities can pay m silver or gold would 
make it a workable proposition. But considering tho fact that 
Biiyer supply might not expand to suoh an extent as to satisfj’’ 
this newly arising demand this suggestion cannot be opplanded 
as a safe solution. 

The Silver Cals'. 

It would lead to sotting up the silver calf along with the 
Golden calf on tho monetary pcdastal. So long as productive 
credit is tied up to such illusory metallic bases as gold and silver 
the credit machinery will not smoothly function. Such credit 
cannot expand to meet the producer’s demand. But what 
gnarantce is there that paper will not take the place oi alver 
as it did in tho case of gold 7 The weight of gold as well as 
silver wUl he prohibitive and go against their use. Silver cer- 
tificates will be their representatives. 

1 Xhe 1930 production \vas far lower than that^of 1929 and it is state-1 that the 
1931 production would be lower than that of 1930- Sea Mr. Khk’s article on 
Silver in the Eemomie JcumaU Sept. 1931, p. 393. 
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^ NaOTBAI, REL-DCTAKdE Ot CENTRAL BaNM. 

Tho prcsent-tlay natural .reluctance of . the Central Banks 
to store mlvor has to he overcome.* In tho past they , have 
discarded silver as it became verj^ cheap and plentiful. ..-When 
tho Bank of England made an attempt to increase. its : silver 
holding- somewhat up to tho limit permitted by the 1844 Bank 
Charter Act as part of tho metallic reserve against the Bank 
notes this attempt was vigorously decried and since the 
“ mother of pH Central Banks ” led tho way the other Central 
Banks of the gold-using countries have been unwilling to 
treasmre the fast cheapening metal, viz., silver. Such'wks tho 
case of the historical failure.® Unless an intelligent* dnd 
co-ordinated action through the Central Banks is brought about 
the Value of silver might not rise to the theoretical prie’e' arid 
get fixed at that level for comparatively long time. ' ' ' 

Pavmehts in Silver. 

It has also been suggested that silver should be used to 
pay a portion of the Inter-Allied Indebtedness and Repara- 
tions Debt to America and to each other in turn. This sort 

* Formerly most of the Central Banks of the Latin Union held vast quantities 
of silver in their portfolios when they were adherents of bimetallism. The following 
table gives onean idea of the quantities coined and the Bank holdings of silver. 
QuaniitUs coined. Bank holdings, 

Fance (1866-1878) £ 23.000,000 Bank of France .. £ 49’4o',000 

Italy (1866-1879) ' .. £ 14,360, (KK) Belgium National Batik. . £ ' 800,000 
Belg;um'(1866-1876) .. £ 1 4.000,000' - Bink of Italy ■ - ' . ; '£ -2,120.000 

SWiticrland (1866-1876) . £ '’320,000! Swiss Bank t ; 480,000 

Greece (1866-1876) .. £ , 600,000 ..' . ' -t,. -r-'.. ; 

£ 54,2'80,0 00 . ■ ■ . • •, £■ 52 . 88 O.OOO 

See B. A. White — Silver, Itc History and Romance, p. 284. , 

® Quite recently Germany determined to steady the Gold standard by restoring 

silver as monctary metal. She is buying silver (or, minting the same and about 
120 , 060.006 marks are minted for iriterna) Circulation.’ See Reuter's Telegram' from 
Berlin — Oct; 31, 1931 — quoted from the SfaJermun, ' i,. 
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«i payment has to be validated in course of time by the 
receiving countries. The famous Pittman Act of 1918 (U. S- A-) 
contains a similar provision as the above one. With the aim 
of conserving the gold stocks of the coimtry it permitted the 
settlement in silver of trade balance adverse to the U. S. A, 
The paying or the borrowing coimtries can easily hope to pass 
such a resolution but it is the receiving or the lending country 
that has to accept it. So long as Silver’s value is cheap and 
unsteady there can be no such international acceptance whioli 
this suggestion anticipates. 

After all if the U. S. A. were to be saddled with so much 
■of sUvetr it wiU not solve the monetary problem. Such a pro- 
vision might temporarily enhance the value of silver but 
permanent stabilisation at an artificially fixed high price 
cannot be maintained without undergoing some economic 
sacrifice. Is this sacrifice worth while for simply storing silver 
as metallic bullion which after all is not real wealth ? 

Bbietalusm. 

The second variation of the scheme is to make the impor- 
tant nations adopt bimetallism and make it international in 
scope if possible. Academically speaking, this form of the 
■proposal is free from theoretical criticism provided it is all- 
pervading or imiversal in its scoxje. Were all countries to adopt 
■a fixed ratio between silver and gold*, the varying rates of pro- 
■duotion of the metals would not succeed in varying the price 
of the metals. The combine of the different mints of the coun- 
tries can regulate the value of tho precious metals. The 
present-day fluctuations in the separate value of gold and silver 
nro far greater than are desirable. This would not be the case 
under bimetallism. The value of gold and silver together in the 
joint standard would be steady. But_ if the production 
of both the metals were to be greater than the monetary needs 

• Senator Borah proposes the ratio of M : 1 between silver and gold. Sn 

Slathi, Oct. 24, 1931. 
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■arid tho industrial demand of the nations the experi- 
ment would prove a failure! Gold monometallism was select- 
•ed by almost all European countries as they found that both 
gold and silver were being produced very fast and to avoid in- 
flation of currency they discarded silver, tho less precious metal. 
But as every keen student of monetary economics knows, 
bimetallism has the unfortunate defect of degenerating in course 
•of time to an alternating standard according to the undervalu- 
ing or overvaluing of one of tho metals brought about by 
varying rates of production. That the undervalued metal 
disappears from circulation and an alternating standard would 
bo tho new monetary regime is too well-known to the advocates 
of bimetallism. Tho most ardent advocate of international 
bimetallism does not claim for his scheme any greater virtue 
than that of impairing greater stability to the value of tho 
precious metals than is tho case at jnesent. The greater the 
•expanse of territory belonging to tho International Bimetallio 
Union tho longer would he the scheme in operation. But as 
Dr. Shaw points out clearly, “ any and every system that tho 
nrt 'of man can devi.so which attempts to link the- two metals 
together ■will break doAvu 

Conditions of Success. 

One thing which the advocates of international bi- 
metallism have to bear in mind is that the arbitrarily selected 
ratio between gold and silver would have to be particularly 
■conducive towards a rise in commodity prices. H the Mint 
price of one ounce of silver is.fixed arbitrarily iri such a "way as 
to raise tho present-day gold price of silver^ and if the monetary 
oiroulation were to bo augmented tho commodity prices would 
rise. Nothing is more important than this. Were the gold 

^ Mr. H. E. Moon in his recent pamphlet on silver and bimetallism mahes allow- 
ance for.this suggestion. Without bringing about an all-round temporary stimulus by 
slowly rising commodity prices this mometary reform will not cure this present-day 
world trade depression. Bui so long as tariffs hinder the free flow of goods a mere 
monctaiy remedy cannot cure the present-day position. ■ 
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price of silver to rise the silver interests 'would be pleased. 
Decreasing gold can be augmented, by its old help-mate — 
Silver, Lasting ties of friendship can again be forged 
between the two metals. Falling commodity prices under a 
regime of decreasing gold stock is the world’s monetary 
bugbear. This can be remedied- Silver would rise in the 
estimation of the public and this would satisfy the silver 
interests for the time being. It would mean, as "in the 
previous case, a criminal waste of the tax-payer’s money on the 
part of the different Governments. It would lead to a world- 
wide waste of energy. 

, Does not solve the main monetary PEouLrai of 
OHANGE sG VALUES ? 

A vigorous contTovers 3 f on bimetallism would again be 
launched upon by the currency enthusiasts. But the real 
issue in currency matters is to attain comparative stability of 
prices. Whether the ciurency standard should be tied to this 
metal or that is not the criterion. Anj' real monetary adv'ance 
cannot ho secured by resort to international bimetallism or by 
managing the gold standard in such a waj- as to yield complete 
satisfaction to all. Even the improved gold standard cannot 
give tolerable stability to the price-level. There can be no 
adequate and rational solution to the question of our stable 
standard which would liave to reward equallj' all human 
efiorts and secure equal justice to all classes of society if silver 
were to be merely substituted in place of gold. Popular alle- 
giance was unfortunateljr wrongly shifted from the silver 
metal to the gold standard which was adopted by Great Britain 
in 181.6. Dining the year.s 1873 to 1893 silver proved to 
bo a more stable standard than gold.^ But the fascination 

^ 5ceErW. Ktvnir.eret '* Modem Cutiency Rcionns *, p. 2i. Hepiovcs coa- 
cksn ely that the silver standard o{ ShangKai vras more stable than that of the gold 
standard of England. It is-as the value of gold that vvns appreciating and caused the 
inslabilil}-. But as Sir Qiarles Addit says ” the superior convenience and economy of 
gold has enabled it to oust stiver as o medium of mlernational txclvauge. ' See h'S 
introdurtion to Benjamin White’s" The History and Romance of Silver" p., viii. 
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of tKe yeUo'sv metal ot the compellmg. liecesslty of having a 
conunon standard .‘with Great Britain and her ; vast Empire 
countries forced Gemanyf and other countries ; to; abandon 
Bpver and adopt gold monometallism. But silver has lost its 
fascinating hold nowadays .except on the Eastern masses. . It 
is no longer a metal of international acceptance. , 

; • E-EsroBATiois to tre-vtar Status. ■ , 

The third variation of the remonetisation scheme is as 
follows. It proposes to restore silver to the pre-war status, 
viz., the attempt is to make Governments agree to use silver 
for subsidiary coinage of the old fineness.^ Secondly, they 
should not sell their unwanted stocks of silver in the glutted 
market without informing the Silver-soiling Syndicate 
of their action. This Syndicate or Corporation would have to 
inform the respective Governments of the actual state 
of production and the market conditions of silver. Thirdly, 
there need not bo any interchangeability between gold and 
silver. They will circulate in complete independence of each 
other. This modest proposal is formulated by Mr. Brownall, 
Chairman of the American Smelting and Itefining Company 
of New York. 

Comparison ivith other Schemes. 

Of all the above schemes this is the least harmful. It 
has the merit not only of not sacrificing the silver interests but 
paj^ proper heed to the position of gold- It aims at .sett ing 
aparnllcf standard and not a double standard as in the case of 
of bimetallism. In the earlier forms of tbo remonetisation 
schemes the consequences befalling on gold have not been borne 

^ As the price of siivcr iwpan to incterse an incre-rsed use was made of niAeli 
bronre, and papf subsidiaty money. These Governments now seem to have 
fallen too much in love with these substitutes to wish for the reinstating of silver coin.s 
which V. ould be costly. Since Oct. 1931 . the price of silver is on the ascendancy and 
if the theoretical price were lobe iherollnp price this substitution can never be thought 
vf. • ’ . ■ , , ■ 
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in mind. Tlie value of gold would fall as soon as monetary- 
demand would not press hard on the dwindling gold stocks. 
It migkt bo that it might afford a suitable and welcome relief 
just at present as gold stocks tend to dwindle according to the 
monetary prophets. From the standiwint of modern finance 
the use of silver coins also has to bo discarded for the corres- 
ponding wear and tear of silver coins al.so would amount to a- 
culpable waste and criminal folly. 

Its Etfects on GovEEjraiiTNTs. 

This scheme would stimulate effective demand for silver 
and would regulate the supply of silver to be disposed off iu 
the world markets. But the Governments of the silver-using 
countries would consider this step as an “ organised loot 
and mere “ legalised plunder ”. Having once discarded silver 
even for subsidiary coinage purposes thoj- would be forced to 
retrace their steps and begin the recoinage of silver token coins. 
As tlvis step does not enable them to reach the monetary goal 
they will hardly have real and abiding sj-mpathy for this modi- 
fied scheme. A Sir Eobert Home might plaintively raise tho 
cry that as “ Governments have muddled it is Governments 
that must provide the remedy". As a member of the joint 
standard silver would have to be welcomed by these Govern- 
ments. Gold and sUver would be circulating without having 
any interconnection., fixed ratio for iaterconvertibilitj- or any 
•other form of reciprocal relationship 

Can the pbomised goal be eealised ? 

Granted that the least harmful variation of the remone 
tisation scheme is adopted does it mean that all the muoh-talked- 
o£ advantages would he immediately realised ? The first 
and the most patent disappointment would occur in the field 
of the enhanced purchasing power of the Eastern masses. 
Even granted that silver lies dormant in small hoards here and 
there in India, China and the Eastern countries it does not 
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.immediately follow that thoirjpurchasing power would bo en- 
hanced. These jewellery hoards w'ill have to be molted and sold 
as. bullion before enhanced purchasing power can be pos- 
sessed by them. Even supposing that this would take place 
it does not immediately follow that these Eastern masses will 
purchase the European manufactured products alone. 
Plain living and high thinking characterise the ambitions of the 
Eastern jxjople. The tawdry products of the modern in- 
dustrial organisation of the Western countries make no imme- 
diate appeal to them. They do not want more wonts. It 
would not bo far rvrong to consider them as the direct anti- 
“thesis of the “ economic man ”. 

CoNCnusio.N*. 

Any hasty action is detrimental to several interests. Un- 
less the International World Conference on Silver^ which 
the Washington Government is about to organise or the League 
of ISfations were to outline a consistent course of action with 
Teference to silver a policy of masterly inactivity has to be 
pmsued by the silver-using countries. The artificial fixation 
of the price of silver would be an ecojiomic error or a Himalayan 
blunder. General social welfare cannot bo promoted by 
hasty and panicky legislation in this direction. It does not 
bring us any nearer the monetary goal. Changing price-levels 
nre the curse of the present-day economic organisation of, the 
most advanced countries. It is for society to “ sense ” these 
•evils and try to rectify the same. No metallic standard can 
hope to combine efiectively the dual role of acting as "the me- 
•dium of exchange and a reliable store of value at the same time. 
Why then revive silver as a monetary metal ? 

^ The Right Hon'ble Neville Chamberlain has rightly discarded this jjtcgiosal 
•■and without the Government of the United Kingdom being represented any proposal 
"to bold an international discussion would be futile. 
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As for the future of silver, the only sensible suggestion is 
to increase the different uses to which it can bo put. Scienti- 
fic research must play an important part in any wisely con- 
ceived plan for the rehabilitation of silver. 

To reiterate all that the Eastern Governments may do 
is to mint more subsidiary silver coins and i^erhaps also raise 
the amount for which they can be declared legal tender. This 
is the utmost help that can be safely granted to the silver inter- 
ests if at all they deserve anj’ mercy. But they must not agree 
to pay a high price as suggested by Hon’ble (now Mr.) L. S. 
Amery or some of the American silver producers. Nothing 
further can be done to protect the silver interests and it is an 
idle dream to expect tliat silver ■will at any time emerge 
from the da3’S of its present humiliation. 



APPENDIX II. 

, ■ , INDIA— THE GOLD STANDARD— THE 
^ PRESENT CRISIS' 

tho dominant concern at the present time is the subject 
of the gold standard. hb‘. Philip Snowdon has announced his 
intention of summoning an International Conference to discuss 
the possibility of bringing an equitable distribution of gold and 
thus internationalise the gold standard. 

But what is the modern gold standard whose meaning, 
scope, limitation and interprctetion are radically different from 
that of the pre-war gold standard and whose suspension has 
created so much stir ? A country is said to be on the modern 
gold standard when the domestic currency or monetary units 
are made convertible into a definite fixed weight of gold. 
There is either defado or dejure linking to gold. The value of 
all commodities and services are measured in gold and all defer- 
red payments are made payable in legal tender money which ' 
itself is convertible into gold bullion bars. Gold is used as the 
backing for internal currency and used for adjusting’ inter 
national obligations arising out of a multitude of individual 
payments, exchange of securities and services on the- part of 
the people of one nation to another. If gold has wdii , an 
accepted position as a regulator and governor -of commercial 
and financial values in any. country it can bo stated that that 
country is on the gold'^sta-hdard. 

In England tho relationship between gold and the other 
money units is fixed arbitrarily and wtificially by the Bank 
Act which says that the Bank of England must sell, gold on 

^ This paper ras read before a meeting of Ibc Bengal Economic Society on 5tli 
Ocl., 1931. Mr. D. P. Khaitan — Mernberofthe Central Banking Enquiry Committee, 
presided and e'xlclled tbe bigbly scientific dMiactcf and .iKe accuracy of trained 
processes of economic reasoning Indicated in tbe discussion of tbe subject^ 
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offer of other forms of legal tender money at tho rate of 400 
ounces at £ 3-17s.-].0 and Jd. an ounce. An abrogation of this 
sale of gold means the suspension of the gold standard by the 
coimtry. This is the most liberal interpretation of the meaning 
of the suspension of the gold standard one can give. \ Norway, 
Sweden and Denmark arc off the gold standard ah’eady. It 
would not be a surprise if the other debtor countries of the- 
world finding it impossible to part with their dwindling stoolca 
of gold determine to be off the gold standard. These coun- 
tries might try to refuse to tie “ their currency and price-level 
ships to the common buoy — gold.” Unstable currencies with 
bewildering rates of exchanges will be the prevailing monetary 
-phenomenon. 

The following table shows the gold holdings of the Central 
Banks of some of the important countries. If some of these 
do depart from the gold standard as a result of the departure 
of gold from the banking system there would be no suriirLse, 

Gold rs Millions of Dollars.^ 

Country. Held at the end Increase ' Decrease 

of 1930. 1925-1930. 1925-1930. 


U.S.A. 

4225 

240 

— 

France 

2.099 

1,388 

— 

United KingfJom .. 

722 

18 

— 

Germany 

544 

241 

— 

Spam 

471 

— 

19 

3ai»in 

412 

— 

164 

Argentina 

411 

— 

25 

Italy 

279 

58 


Russia . , 

249 

155 


Canada 

194 ' 


32 

Belgium 

191 

138 


Nclheflauds .» 

171 


7 

SvriUMUnd 

138 

48 


India 

126 

17 

— 

Total 

10.232 

2,303 

247 

^ThisiaWeis tak*n trom the Statistics of Gold Movements in the 

selected 


Documents on ifie Distribution of Gold cubmlttedto tbcGold Delegation of tbe 
Financial Committee of tbe League of Nations, pp. 65-07. 
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Tho BiTiall holdings aro not taken into account in the alx)ve 
iahlo. Australia, Brazil, Chile, the Dutch East Indies and 
, Denmark have lo^ gold to a , certain extent," while Poland, 
Austria, Hungary and Czechoslovakia have increased thoir 
gold holdings. 

TriE GOLD STAITDAKD IK IKDIA. 

Even according to the previous understanding of the gold 
standard system the present-day Indian currency sj’istem cannot 
• be said to bo a gold standard ono. Some of tho Indian 
economists refuse to consider the Indian currency standard as a 
gold standard one.^ The value of goods and services in the 
country is measured in terms of tho rupee. But the psycho- 
logical abstraction of the gold rupee ” which the gold bullion 
standard requires is not realised by anybody. ' The postpon- 
ing of tho standard and tho Reserve Bank Bill of 1928 meant 
that a kind of exchange standard is being maintained. But in 
the remote sense that the rupee was converted into pound ster- 
ling currency which was equivalent to gold we can indirectly 
claim to ho on tho gold standard basis.^ However, there is a 
world of difference between the giving of gold, bars and sterling. 
No sooner was sterling given for domestic ciuxenoy tho rate of 
exchange became the arbiter of tho volume of currency. 
Instead of changes in the internal purchasing power of money 
from its parity with gold being considered as the proper data 
for ascertaining the deficiency or superabundance of money, the 
rate of exchange has hoconio tho all-important factor. ' Thus 
India has been on the gold exchange standard basis. . . 

Misguided Enthusiasm. , 

There are several people who entertain highly elated 
notions concerning the desirability of suspending the gold 
standard at this juncture. Whether gold is to be had or not 

?■ Set Prof. K. T. Shah, Evidence,- Hilton Young Commission, Qn,^8870. 

® The Macmillan Committee says, " For an effective working .of the gold 
standard it is suliicient if the local currency is exchangeable for another cuirency 
which is itself convertible into gold ”, p. 19. ' ' , 
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the mere suspenBion would grant a tomjwary fillip lo trade 
which would have to bo greatly wolconrcd in the da>;s of world 
dopressiop- But the export bounty nrising out of .d<?precia^ 
currency cannot bo rcapwl if n largo iiunibor of countries are off 
the gold standard. Traders and busincssineu who fool tho 
pinch of ready capital which cannot bo obtained at low rates 
of interest denounce tho rigid gold standard as a “ fraudulent 
standard But without convertibilitj' into gold the currency 
standard can bo vigorously abused to secure certain temporary 
measures. Hence tho twin methods by which the efficiency of 
any monetary system is .secured are the well-known principles 
of convertibility and limitation. The fir.st might be a mere 
facilitating principle but without tho observance of tho second 
there can bo no successful regulation of the currency standard. 
Without proper observance of the limitation principle tho test 
of convertibility cannot be secured for any considerable length 
of time. Both can exist together and flourish like tho prover- 
bial Siamese twins. The existence of both these safeguards wdll 
make the standard " luiave-proof or fool-proof I strongly 
demur to the false notions of elation and illusory prosi^erity 
which are supposed to be the attendant advantages on a country 
pursuing the path of the suspension of the gold Standard- 
Mere suspension by itself is not attendant nith grave risljs. 
But it means you have set foot on the inclined piano and there 
•n?ll likely bo a rapid downward slide. Mv. IUcKenna correctly 
observes that “ the fear of being forced off tho gold standard 
acts as a salutary check on the extravagance of Governments 
who might bo willing to face a mere fluctuation in exchange 
but would not dare to suspend the specie payments”. 

' Inma ojt the Gold Stakdabd. 

' The I^tio Act of 1027 has familiari.se'd the people with 
the conception of the “ gold rupee”. The rupee was linked 
..to 8-4:751 grains of gold. Domestic ‘silver rupees and paper 
cmxenoy are to he converted in 'certain minimum quantities 
into gold bullion bars of 1065 tolas at Bs. 21 lias. 9 p. per tola 
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cadi. These gold 'bullion- bars wbicb' blight to have been 
available to the people whenever ani Joy. whaiever . purposes 
tho^' demanded it, have not been made available .oven for ex- 
portation purposes. But to discharge this obligation sterling, 
which was equivalent to gold, was allowed to bo given at Is.Sd. 
and4:9/64ii. It was wot actual practical conrersiOn into gold 
buUioh bars but mere theoretical andhorisation that existed in 
the Indian Gold Bullion standard .system. This regulated gold- 
less silver rupee standard commonly designated as the gold 
bullion standaixl has broken down at the present time. Due 
to the lack of gold bullion bars the provision for the sale of 
these proved to bo a mere eye-wash and the de jtire gold bullion 
standard worked out in the practical field proved to , be a 
mere' de facto gold exchange standard. The convertible ru]^ 
was converted into sterling or gold exchange. The suspension 
of the gold standard in England completely altered the posi- 
tion for the sterling has become an inconvertible paper 
currency whoso internal value at least ought to depend oh 
mere output. If budgetary or fiscal causes were to inflate 
the paper poimd sterling it would 'b®hom.e dbipreciated iti 
value. Instead of considering the ' present moment ’as a 
grave emergency and suspending the sale of gold of sterling 
according to the Act of 1927 the rupee has been liliked to stef^ 
ling at ls.-6d. ratio, even without the consultation of Indian 
public opinion.^ The Finance Member is no longer calm' and at 
ease. Like the sea captain who, finding his ship mbofed to a 
buoy that has been anohofed to riothihgi feels ill at Case so also 
our Indian Finance Member finds his currency ship ahcKofed 
to the sterling buoy which finds itself drifting , wherever the 
currents of political unceftaiilty of fitiahoiol instability might 
tend to take it.® .,i 


^,The prosand consof linking the rupc^ to sferlingor gold or, -iMving it to find 
its normal level are rarefully elaborated in Appendix I. . 

®Sce the Report of the Blbin'gtott Sriiith' Committee,' Rara. 34. '- • » ' - 
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Pbaotioal Consequences. 

Tho first Ordintvnco suspending the sale of rovorse drafts 
■according to the terms of tho 1927 Act was wisely conceived and 
boldly promulgated. Tho Bank of Franco had on several occa- 
sions to suspend cash payments. The British Govomraent 
■often suspondod tho Bank Clmrter Act. Such suspensions can 
bo easily justified on tho ground of national emorgenoy. The 
failure to oporato an inconvenient ratio meant after all cschango 
instability. Exchange would have boon forced to find 
its own level . The independent rupee not convortiblo into ster- 
ling or gold would have depended for its internal value on 
careful regulation . Its immediate external value might have 
boon depending on tho confidence reposed in its stability by 
ioTcign businessmen and traders. Though a temporary set- 
back might result duo to lack of confidence she would have 
quickly recovered from tho shock. Tho external value of tho 
rupee would have boon proved bj' its own virtue. There would 
perhaps be no surprise if it wore to fall to a level worth its weight 
in sUvor. This would certainly take place under a regime of 
inflation. But tho evils of fluctuating exchange have been 
magnified though authoritative Committees* have reiterated tho 
opinion that, exchange stability is a matter of convenience and 
“ important facility and not an essential condition ”. Indian 
trade flourished during times of rmstablo exchanges. The ex- 
periences of 1870-1890 need not bo recounted. Even durii^ the 
days of rising exchange, as in the years 1921-1925, trade 
did flourish. 

At tho behest of the Secretary of State for India the rupee 
has" been linked to sterling which has depreciated in terms of 
gold. This enforced departure from the de jure gold bullion 
standard or the hardened de facto gold exchange standard has 
destroyed public faith in the rupee or tho monetary unit. 


* I am indebted to Sit H. Stralcoseb fer tbi* metaphor. 
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"This alteration of the monetary standard is nothing but a 
«etious moral offence and a violently grave breach of national 
•faith as the gold standard countries would put it. This arbi* 
-trary fiat can bo justified on the plea of grave economic nocee- 
'sity. But the end has to justify the means. If external trade 
■and internal business operations which have almost come to a ■ 
stand-still on account of the high internal value of the gold 
rupee were to bo rejuvenated by this alteration of the legal 
standard there would be some justification. But it is too early 
•to say how real good can bo conferred on India by this measure. 
Will it bo anything more than a temporary solution if the rupee 
' is Imked to sterling and the more fundamental cause for bring- 
ing about relative stabilisation of international prices is neg- 
lected ? . . ’ , 

Economic iMPLicmoNS. 

The implications of this sudden departure from the,, ad- 
?ministrative practice of the Government have to, be fnhy real- 
ised. Firstly, it means that the Secretary of State iSj all in- 
•fluential in initiating any monetary irolicy and carrying it out • 
-even without consulting the wishes of the Government of India 
■ or Indian Legislative. Assembly. A matfor-of -fact, economist 
• of my stamp cannot hope to comment on this situation except 
by repeating the conviction that the presentrday, regime of di- 
vided financial control between Whitehall and Simla has to \ys 
•remedied at the earliest possible opportunity. ■ 

Secondly, it has made the currency 'authoritj'- control all- 
•exch^ge operations so-that the contractual obligations of gen- 
uine traders and. the real domestic requirements might be ful- 
filled on Is. .6d. sterling basis. ■ Illegitima'te and speculative re- 
-quirements would be cur.bed to a certain extent and in ^ far as 
•the Ordinance can be avoided there would, tend to-be a drain of 
•gold resources of the Government.' . Exchange control was once ' 
•experimented mth in .1920. Reverse ConneUs were sold in limi- 
-ted quantities to the specially selected banks. The needs of the 
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genuine small remitter -were not only overlooked but as soon aS 
it -was Imown that rationing rvas to be practised the appbcants 
always exaggerated their real requirements so that their actual 
allotment done on a pro rata basis might come up to their real 
requirements That rvas how deception was practised. It is 
part of human nature to resort to subterfuges, good, bad or 
indifferent, when individual liberty is cut down. 

Tliirdly, the Imperial Bank of India has been placed in a 
position to control the exchange operations. It would thereby 
enable it to learn the technique of the exchange operations and 
make it fit to transact exchange ojicrations on a wide scale as 
soon as it is deprived of the semi-Central banking operations it 

is conducting to-day It has become an open secret now that it 

is casting covetous eyes on the field of foreign exchange and the 
present-day experience would enable it to easily tack on 
general foreign exchange business as soon as the 0. B. Bank 
is started. 

Fourthly, the absence of a stable domestic exchange bank- 
ing machiner5' is deplorable The Bank of England was never 
controlling the exchange operations oven in times of this dire- 
economic emergency ’The heads of the foreign exchange 
departments of the Big Five are performing this duty and 
beyond the appeal to patriotism of the British public not to 
depreciate the pound sterling no interference with the day-to- 
day administration of the exchange banking machinery has 
been brought about. 

Fifthly, the necessity of publishing with utmost possible 
expedition the figures of the sale of sterling and the details oj 
the adequate machinery wliich has enabled the Indian Govern-* 
mcnt to secure the support of His Mn josty’s Govommcnt for 
securing sterling resources has to be realised. There is indeed 
one danger which the publicity of this urrangoment might bring 
about. Tlvo depletion of tho sterling credit resources wUl 
1 Stc Mr.MucdowWs Evidence referred to in Ml. ManuSukdar’sMmnrJt^ 

Report-CB Enauiry Committee Report, p. 281. ‘vimor.ty 
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accentuate the difiicxiltiea but. as psychological or speculative 
f^tpra aro removed by o:?vohango control it vrili provide a 
natural limit to their influonpo. . . : ^ 

Sixthly, tho additional bounty which depreciated sterling 
•would conter on Brittsh oxports would bo of little avail so far as 
the Indian market is concerned. The manner in which it has 
beeii secured has alienated the sympathies of all well-mean- 
ing citizens. The continuance of strained feelings arising out 
of domestic jKjlitioal situation would bo a grave handicap. The 
fixed wage-earning class and the salaried people who generally 
consume the British manufactured goods are already feeling the 
pinch as a result of tho depreciation of the internal value of the 
rupee. They would fain be able to increase their demand for 
•either tha imported British goods or those of other gold standard 
countries. The future budgetary position of the Government of 
India would become rather grave in spite of present-day balanc- 
ing measures. This woxdd entail further taxation which •would 
restrict the ability of the Indian consumers to purchase foreign 
goods. 

Seventhly, the additional bounty which depreciated rupee 
gives to the Indian exporters in the matter, of .transactions with 
goldstandard countries has been grossly exaggerated; Because 
76 per cent, of our trade is with gold standard countries 
this temporary stimulus would be secured. India exports most- 
ly the raw , material^ . of commerce and agricultural staples. 
Tliese have been .unfortunately oyorproduced • • in " most 
countries of the •world. - Indian, •wheat can. find no world- 
market. Eice can find no Eastern markets till an export credits 
Kheme or some other de-vico will enable Cliina and the Eastern 
markets to demand it. India,n cotton -wiU find it difficult to 
secure a market in face of thehnge output of the U.S.A. cotfoni 
part of which was borteredfor so much coffee of -Brazil. .So an 
immediate improvement of export • -trade except ■ in the case 
■of’those goods where India has, a gauaf-monopolistic-'- control 
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cannot be expected. Taking jute which can bo reckonei. 
under this category, the demand for it would be slack till the- 
present overstocking of the foreign markets disappears. Anall- 
round stimulus to external trade can hardly be expected when, 
the foreign consumers lack the effective demand for our goods. 
Internal commodity prices have risen already as a result of tho- 
depreciation of the rupee but permanent easier export trade 
conditions cannot ensue out of this step. A depreciated rupee- 
means “ the real value? of salaries, wages, interest payments 
and debts wUl aU be rediicod”. It is not national but class, 
prosperity that is ensuing out of this step. There can be no 
real national wealth arising out of it. 

Hextly, the artificial support of the sterling rupee atthehigh. 
level of 18d. is to give scope to transfer of the sterling invest, 
ments made in the country without any possible loss which - 
might arise were sterling to fall to a lower figure. It is the 
holders tf sterling that ought to have borne tbe exchange loss. 
Eqfuity demands that the rich investor should bear all risks 
attendant on the transfer of repaid capital and interest but it 
is being thrust on the poorly equipped borrowers. India’s 
financial independence would mean no longer preferential con- 
ditions to external investors. But mere safety is not however- 
endangered thereby. 

Ninthly, the flight ol gold and capital from the country 
would take place to countries where political, social and credit 
conditions are more ssouro and free from attendant risks of 
currency depreciation and political uncertainty. A continued 
retrogression of the rupee would mean a further stimulus for the- 
fligbt of capital. The export of gold is taking place mainly in 
order to take advantage of the insistent demand in Europoan- 
and English markets. So long as the price of gold is below 
dollar parity this movement will continue. An embargo on gold- 
and the acquisition of gold at the import point of storling- 
^poo exchange, viz., ls.-6f Jd. by the exjwnding of currenoy 
birds at one shot. The gold resources would/ 
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expand and internal prieeg wnld bave the needed fillip. But 
the maintena;nce of bi^ exchange value for tfie rupee wouli 

become impossible under Bucb conditions. 

Again the British Government’s financial support, to enable 
it to discharge the India Government’s ratio obligations ^and 
uniesoinded. But in view of its own inabilit 3 ' to secure sub- 
stantial credits from abroad the promise of a weah borrower is- 
rarely a convincing and reassuring one. But those long-tenn. 
credits could at the same time be arranged by a financial mis- 
sioh sent to New York and the Unking of the rupee to gold at- 
the present-day ratio of Is. 6r?. gold, would nican the con- 
tinuance of the stalus quo. The possibility of paying sterling- 
obligations indirectly through the dollar credits would add to- 
the embarrassment of the sterling situation. Burtlier depre^ 
ciation of sterling would ensue as a result of India’s efforts, 
to pay sterling indebtedness through the gold markets. ’ 

Again, tiiis episode of linking the nipee to the sterling clear^ 
ly shows that the stability of tho rupee sterling exchange is the- 
only dominant consideration of the .Government of India. It 
does not appear as a custodian of the general public interests 
whonitundortakestosupplythomachinory whicli -would enable- 
tho merchants or remittors to cover their risks. Tlie Exchange 
Banlcs are the instruments whoso intimate touch with 
trade wiU enable them to ehoulder this risk. - 

Tho next point of criticism against the now Ordinance is 
tho promiso to give gold also or Bterling provided tho amount 
domahdod is through tho scheduled banli for the minimum- 
amount and satisfies the regulatorj' authority that it is 
fide demand for exportation ptvrposes in liou of discharge. 
part contractual obligations or for definite domcst.ic po^^, 
roquiromonts of the remitters. It is. ono-sided stab’!’*? 
^Oi^:^^-.^ontorcod a, result of, tho Ordinouo'’-.. ^ 

' >l-:;jffe at -Is. 5 |<f.-that ’is avaasblr- 
. ?f- .being released oven at Is.Cund^?/ 
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ratio. The refusal to tako gold and release currency at this 
import jx>int means that tbo par pqints ere not fully, 
operative.^ 

Can we inteenationaw.se the Gold Siandabp ? 

If the energy of Great Britain were to fructify in the for- 
mation of an all- World Conference for stabilising the posftion 
of gold and bring about a satisfactory adjustment of gold hold- 
ings good comcsth out of evil, Ii must be a public international 
coidorence at which the respective claims of Central Banks to 
increase the gold reserve would be examined by a body of 
oxperts. But we must not commit the mistake of going to the 
unrestricted gold standard suddenly or too soon nor enforce an 
overvalued rupee and an onerous exchange ratio. Unless and 
unty the world economic crisis were to be effectively taclded 
there would be no possibility in attaining stable tradp and 
exchange conditions. Resort to the jwst-war gold standard 
would-onlymeatttfae prospects of early suspension. Without 
intemal monetary use of gold a scientific gold standard involv- 
ing intelligent management can be made to work. 

What of the Immediate Futuke ? 

If the above findings clearly indicate that a restoration of 
the international gold standard can take place in tfae remote 
future alone what has India to do in the meantime ? Till the 
expiry of the Ordinance period the rupee stands linked to the 
eterh'ng. But at the end of this period the rupee should bo 
■declared an independent Currency neither linked to sterling nor 
the gold whose future is on the laps of gods r.lone. Before 
discussing the ratio at which it ought to bo linked if the inter- 
national gold standard wore to bo adopted the consequences of 
the adoption of an independent rupee standard have to be 
understood. ’ An independent rupee carefully regulated would 

* Since tKcsc lines %vere writlea the Go\cmmcnl ha\e been purchasing 
■sterlinp at Is. 6 and 3/I&1. Hence a Je /oc?o stahllitr of the rupee is to be had at 
Pretenl, 
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not;catfseAny ombarrasFnient to tho gold resorvoa oi- 
country.' The Finance Mombor’s argument that “ i£ the Rnpoo 
was not linked to sterling the difficulties of India Government 
to raise money abroad would bo almost insxxperablo ” needs 
refutation. Ho is repeating afresh the old argument of the 
British capitalists who wanted steady sterling-rupee exchange 
in the days of the past, nineties. Tlio ability to raise erodits 
abroad depends upon the financial ability of the Government; 
A financially unstable Government like Australia’s was refused 
a loan either in America or England though it was on . the 
gold standard. If the Govenrment of India were to follow the 
proverbial rake’s progress it is not external credits alone that 
would be denied but oven the more thoughtful of tlio.domo^io 
creditors would think twice in granting the needed resources. 
Granted that America does not play fairly the game of ,a 
creditor an appeal to the newly started Bank of International 
Settlements ' will have to be made.tlirough the C. R. Bank.- 

Under an independent rupee standard India will not find it 
difficult to raise the necessary sterling resources to pay the an- 
nual 32 mil. liability and pay off any other maturing sterling 
loan obligations of tho Government. It is almost a tniism to 
assert that a country should have command over other 
countries’ currencies with which it trades. Although India 
has trading relations with most of the important countries of 
the world she needs command over four major curroncios in 
order to dischsrgo her obligations. Sterling, the dollar, the guil* 
der and’ the yen are the important curcoucios needed by this 
count^ 3 ^ The sterling requirements of India predominate over 
other currency requirements. It is Uiq realisation of this fact 
that makes the people say that sterling requirements ought 
to be secured at a fixed and stable ratio in terms of the rupee. 
A stable, sterling ,valuo .of the rupee does not moan that sterling, 
values of other countries’ currencies can bo stabilised. :.:Thei 

r See Dr. O. W. Sprasoe’s paper. ” The Working of the Gold Standard ' ' 
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trade with gold standard countries would bo disturbed on 
account of the fluctuating value of the sterling in these 
»oiUTencies. 


Unstable Steeling. 

Granted that linking with sterling in normal times when 
•sterling is equivalent to gold is an advantage, it does not follow 
"that tho rupee ought to l>e linked to inconvertible sterling. 
Even a rat deserts a sinldng ship almost instinctively. If it 
“were mere disassociation with gold that is the main weakness of 
■sterling there is nothing inherently defective in such a position. 
But there is no definite assurance that the sterling wiU not 
-follow the path of the franc of 1921-1928 or that of the mark of 
1921-1925. Were the Labour Government to be returned to 
power and were they to persist in the policy of adding outlays 
of unproductive character in spite of deficit budgets and 
threaten to carry outclasslogislation.thorewould be no knowing 
where the pound sterling would be standing. Its future is un- 
certain as there is impairment of confidence as a result of tho 
••absence of economy in Britain’s national expenditure.* An 
inconvertible currency like the paper pound sterling can bo 
■easily subjected to the influence of the jietty national 
politicians. It is an elementary economic troth which says 
•that an inflated currency would he entirely valueless and 
afraid of further taxation measures the political party in power 
"might bring about perpetual interference w’ith domestic 
cuiTonoy values. Unless and until this assurance is also given 
that no inflationary influence will bo exerted on paper cun'en- 
cy the Government of India ought not to have agreed to link 
•the rupoo with tho fluctuating sterling. 

* See Sir George May Committee Report. Tliis (nmous Economy Report 
txplainstbeNationalCrisisinEnglnnd. Jt points out tbe urgent necessity of Inbncmg 
•tbe budget end mating it of arnsilcr dimension than before. Tbc central wealth 
“fund of the Nation must increase before national solvency will become an 
-•ccotnplisbed fact. 


IiroiA— THE GOIJ) STAITDABD 155 

India not a mere Debtor CotiNTRy bet a Debtor-Creditor 

COENTBY. 

Too much capital is being made by the advocates of 
exchange stabilisation policy of the fact that India is a debtor 
country. Correctly spealving, India at present is on the debtor- 
creditor basis. The Memorandum on the Balances of Payments 
points out that no not claims are being built by India on the* 
other countries of the -world. If it -u'ere a real creditor country 
the net claims it builds on other countries -would be increasing.' 
Ir\Tien as a -n-holo -u'e find ovorselves in a transition stage as it 
-were, this insistence that sterling and sterling alone -wiU help 
us is meaningless. 

Wo can maintain an economical and efficient internal 
currency -which is at the same time suited to the requirements 
of the people. Its external value -vv’ould depend not only on its 
internal value but in times of international instability in foreign 
currencies the changing value of foreign currencies would have 
its o-wn repercussion on the value of the domestic currency. 
The domestic banking system should be able to understand the 
influences and facUitato the matter of transition from the 
debtor to the creditor status. 

Tee lirsiEDiATE Issue. 

India’s main trouble as in the case of most other countries 
lies in the greater fall of agricultural jmces than that of the 
manufactured commodities used by ,it. This problem can bo 
attacked in two -ways. iSither the pric&s of manufactured 
commodities can bo pushed down or the prices of agricultural ^ 
staples have to be raised. As periods of slowly rising prices 
secure economic relief to almost all sections of society it is this 
ideal that is being advocated as a desirable remedy in all 
countries. A modest watering and not an inflationary issue of 
Currency would bo required to bring about such a rise in 
commodity prices. . 
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The roceat very considerable developments of tbe heavy 
general tariff that are being brought about would noi fail to 
produce a rise in the normal rate of exchange. The currency 
authorities should pa3' heed to these changes in the tariff while 
fixing the rate of exchange in the near future. 

It is an immediate rise in prices that is needed rather than 
the securing of the ideal exchange rate of pre-war times tvithoiit 
any rise in prices. A modest rise in prices and a stabilisation 
of the internal level of prices at that point is the crying need of 
the hour. While allowing exchanges to go hang, the attention 
of the Government can bo concentrated on the stability of the 
internal prices so long as international prices tend to be 
Unstable. This policy ought to be our aim as soon as the 
present Ordinance expires. Itisthelevfiof pricesthat matters 
and not exchange rates. , Linked neither to gold nor sterling 
the rupee can be made to possess a stable internal value as it 
did during 19 19-19 21 period so that the entire business interests 
of the country stand to gain out of this step. This policy of 
internal price stability would help us in the contingency of the 
sterling becoming stable for it will secure a stable ratio for the 
ruj)ee in terms of sterling. 

Is AmEKICA REDlSTRtBUTrXG GoLB ? 

The period of redistribution of American gold stock which 
was impeded by the Stock market boom of 1927-29 seems to 
have commenced afresh. American gold is being .shipped to 
Trance, Switzerland and Holland. The shortage of gold in 
other Countries can he directly attacked and tho economic 
allogianco of these countries to the gold bullion standard can be 
secured thereby. India should be ropresentod at the 'World 
Economic Conforonco which would discuss the futuro of the 
international gold bullion standard. On tjie solemn and dis- 
tinct promise of not using the gold stock for gold currency wo 
should secure American or Trench gold and help the broadon- 
mg of the international gold bullion standard. But nothing 
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woTild bo more important than to supproas tlio inborn prodi- 
lootiona of tho jiobplo for imports of procioua motaJs and for tm- 
pTodnctiYo hoarding in tho jod'dlory fonn. 

. , K America and Franco wore to rofuso to part ndth their 
gold stocks tho idea of tho.Bank of International Sottlemonts 
managing tho gold rosorvos of the world in such a way as to 
maintain reasonable stability , in tho intornational pricodovol 
may and should bo exploited. 

But if this auggostion ia not feasible there would be the 
truimph of tho anti-metallist ideal, i.e., managed currency with 
the special object of . maximising atability of prices and exchanges 
at a minimum social cost. By. pursuing the domestic policy 
of internal price stabilisation during thoso days India can 

blaifo tho trail of general monetary policy and reconstruction. 

1 ' ' 

A Possible Contingency. 

As soon as sterling rises to its gold parity, for every one in 
England who has studied tho lilacmillan Report is convinced of 
the futility of devaluating sterling as a remedy to the present 
crisis, attempts will bo made to stabilise the rupee in terms of 
sterling wliidli has reached parity with gold. Tho present-day 
sterling exchange standard ushered in by the Ordinance would 
give way for the dc jure gdlcl bullion standard which however 
would bo worked in tho manner in which a de facto gold ex- 
change standard would bo working. The legal fiction of gold 
standard would again bo spun but in adihinirtrativo piactice it 
would tond to degenerate to that Of a gold oxchango standard. 
Unless and until it is a form Of tho improved gold exchange 
standard almost- coming up *o tho “ideal gold exchange 
standard”, of the economist’s conception, the Indian p-ublic 
should emphatically .prot^t against its adoption. It should bo 
the duty of the Currency League to oducato the, public by issu- 
ing small leaflets on the different standards— their merits and 
demerits and their suitability to this country. ' Tho working of 
the improved gold exchange standard would bring about the 
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•expanding of the currency of the gold exchange receiving coun- 
■try and tend to contract the currency of the other country.* 
But as the Hilton Young Conunission has rvisely stated, the 
Indian public cannot find the gold exchange standard mechan- 
ism easy to undeirstand and simple to operate.” It does not 
■secure the internal convertibility of the tohen currency into 
metallic gold. Any future currency system for this country 
TUust give this right and must be "worked on this definite under- 
standing. The real gold bullion standard gives this right and, 
as Dr. L. J. A. Trip admits, the gold bullion standard system 
has met no criticism.® 

'Ho'w CAN India achieve the Real Gold Bullion Stakdaed 

System ’ 

This Can be done by starting the Central Reserve Bank. 
This 0. R. Bank should bo provided ivith the necessary foreign 
exchange assets in sterling, dollars, guilders and yon and a gold 
reserve to cover its notes and sight liabilities. Withthe return 
•of more settled conditions in the international money markets 
■than are existing at present the exchange should be stabilised 
nt round about the normal level at which it stands at the inaugu- 
ration of theC.R. Bonk and the collection of the proceeds of 
■the external loan. As a low exchange "would have an adverse 
•effect on our external debt the monetary experts should be 
careful in fixing the exchange value of the rupee. But it ought 
"to be done on the basis of rate discovered to bo normal as a 
result of allowing it to move freely up and down for some 
•considerable length of time. 

A New Monetabx Phase. 

The Indian "monetary system, "would then bo entering 
another phase of its career. Confidence in the future of India 

*See the paper cntWel “The Reform of the Gold Exchange Sundard." 
Select Documents of the Gold Delegation Committee of the L. of N. 

^Se; Hilton-Vo-ong Commission Report, pp. 24-32. 

®5ee Dr. L. J. A Trip, Paper entitled "The functioning of the Gold 


TKDI.V.~TUK GOLD STANDAKD 


157 


Tvould largely dojjond on the boliol both in India and outHido 
in tho jstabUity and dfliciency of tho monetary system. Many 
people are not aware that tho Indian Government cannot, ar- 
Tango any o.vtomal loan without the .sanction of tho British 
Parliament. Genuine efforts .sho\ild 1 k) made to induce tho 
British Parliament to grant ns this power. With an a.s.s\ircd 
budgetary oqviilibrinm. and an unproductive debt which is very 
•small there is no reason why American financiers would fight 
ahy of financing UR. If the loan proceeds wore not to bo locked 
up in barren gold curroncy units there can bo no economic 
JOason for tho rofuBal, 

Attempts sliould bo made to gamer more gold resources 
for an efficient working of tlio gold bullion standard by the 
•C. It. Banking machinery which needs at least 80 to 100 ms, 
worth of gold. 

Armed withtho nooo.Hsary ro.sourcostho C. E. Bank can, by 
'tho pursuit of tho woll-lniown foreign oxchnngo methods secure 
the stability of tho external value of t]io domestic curroncy. 
Tho sales and jiurchasos of both the domestic currency and 
foreign curroncy, the perfection of tho forward o.vchnngo market 
and tho varying of the buying price of gold would onablo it to 
steady and regulate the oxtomal or tjio oxebango value of the 
rupoo. Thorn would bo no failure on its part to stabilise the 
normal rate of oxchango which ultimately depends on the 
relative prico-lovols of tho countries. 

CONCLTJSIO?t. 

The logical outcome of above trend of reasoning would 
■compel One to admit that stabiliBation of exchange at any level 
of sterling oxchango or gold oxcbaJrge would bopromatliro when 
there is no prospect of xolatiVo stability in international prices. 
Eolativo instability of international prices, viz., rising prices 
in agricultural countries and falling prices intbo gold standard 
eountrios. wonld mark the course of our. economic ovonta. If 
a conjoint effort is made to secure rising world pricoa and avoid 
nil rapid fluctuations altogether the time would arrive when. 
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■we can no longer alloiV exchange to take its own course. 
Butthevery adoption of the international gold bullion &tandard 
form by this country will give the substantial measure of re-' 
lative stability of prices and exchanges and a close corresj^n- 
denee of local currency policy with that of the rest of the wofldr 
International prices, internal prices, and exchange rates will 
all be tinder control. India would have to wait for this day of 
internationalising of the gold bullion standard pursuing during 
the interregnum a pobcy of masterly inactivity in the direction 
of securing practical stabibty of exchange. Lot exchanges be 
used as the shock-absorber. Let us not ignore the possibility 
of raising the international price-level by the united efiorts of 
all countries. Let us consummate our best energies in bring- 
ing about a modest rise in the present-day world prices. 



APPENDIX ri(A); 

The advantages of linking the rupee to inconvertiblo stei 
ling at Is. Qd. ratio are as follows : — 

, 1 ,. ^ There would ho an osohango bounty on Indian exports 
to other gold standard countries. As India’s trade is more with 
gold standard countries than England there is a temporary 
stimulus at least as a result of tliis exchange bounty on Indian 
exports to those countries. 

u\2. The Government of India will not lose anything in the 
payment of sterling obligations. If a fall in the , rupeo- 
-storling exchange value would take place it -would increase the 
amount of rupees to bo laid aside to pay the sterling 
•obligations. Without stable sterling-rupee exchange the 
Indian budget would become a gamble in exchango. 

3. Without linking to sterling tho gold value of the nipee 
•wpuld fall to a very groat extent. 

Tho Indian market fs secured to British exports as 
.again^ the competition of manufactures of the gold standard 
■countries. This tantamounts to giving Imperial Preference 
by back door methods. 

' 5. An element of uncertainty in the trading relations' 

with England which amounts to twenty-five per cent, of our 
-total trade would bo removed. The remittors also stand to 
gain by.stablo rupee-sterling oxchaiigo' nt Is. 6d. 

■ ■ '6. Tho rupee will deprociatej i c. , the internal value of tho 
rupee falls, viz., prices of commodities -will bo rising, 

' 7. The frantic attempts on the pa-nt of tfio Government 
lio support Is. 6d. gold value for tho rupee would cease. • 

The disadvantages have to bo considorod-r- . • 

1... Indian import trade with gold standard countries 
becomes impeded. Aa goods pay for goods the Indian exports . 
-will become ultimately restricted. . • 
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2. The changing of tho curroncy standard is a violent 
broach of national faith. Tho gold standard countries are- 
justified ill considering this stop as tho botrayal of national 
trust. 

3. This gives an oxcollont opportunity to secure long- 
term credits and pay off sterling obligations orit of the funds for 
sterling has become doprociatod in terms of gold. This attempt 
to pay off sterling debts as the result of concerted action ■would 
tend to depreciate sterling further. Tho real sacrifice to pay 
external debts would still have to bo made by this coimtryr 

4. There would bo the flight of capital for there is lack of 
confidence in the nipeo and the Indian monetary system. 

6. It is a sad mistake to maintain the standard of value- 
with the incidental and. varying circumstances of exchange. 

6. Unless an embargo on gold is placed India would be 
drained of all its gold stocks. 

7. It places India at the mercy of currency and credit 
changes in England. This monetary subordination to the 
foreign centre turns out to bo misplaced reliance in the long^ 
run as soon as sterling depreciates further and further. 

Although the advantages of linking the rupoo to sterling' 
have boon widely discussed much emphasis has not been laid 
on the consequences resulting out of linking the rupee to gold. 

1. Trade with gold standard countries would not become- 
handicapped if the rupee’s gold value does not become altered. 
No uncertainties in trade matters -ucth these gold standard 
countries u’ould arise. 

2. The rupee might not depreciate in terms of gold if 
left to itself. It is inability to discharge gold obligations 
that might bring about this contingency. But there is not 
much need for great credit amounts to pay off the gold obli- 
gations. 
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3. Unless a solid link to gold motnl .is eatabliahod tho 
Indian public will have no faith in tho curroncy standard by 
whatovor naano it goes in academic discussions. Thoro is 
nothing so dangerous os lack of confidence in the currency 
standard. Tho flight from tho rupoo would take place when 
the people think that the rupee is doomed. 

4. If thogoldrupoeworoto risointormsof sterling thera 
would bo oschango gain. Sterling obligations can bo paid with 
lesser humbor of gold nipooa. 

6. Remittors also stand to gain if tho gold rupoo wore to 
appreciate in terms of sterling. 

6. " When sterling rises to its gold parity the rupw- 

sterling bxchango can bo stabilised once again. ■ • 

7. Stable exchange between England and India does hot 
mean stable international commerce for India trades with the 
other countries of the world. 

The disadvantages of linking with gold would bo as follows : 

1. Inability to discharge gold obligations will tend to do*' 

prooioto tho gold value of the rupee. • - 

2. If there wore to bo no immediate depreciation of the 
rupee tho exchange bounty to Indian exporters will diaapp^r. 

3. Prices of commodities would not have arisen if the 

status quo had been maintained by linking the rupee to gold at 
the present ratio of Is. 6d. gold. • ' ' t 

4. If Is. M. gold value for the rupee could hot 'he main-, 
tained during 1929-30 it moans that tlio rupro’s foal gold value 
is high and has to bp doprociated. 

5. There would bo the draining away of the last ounce of 

gold from India if it were to bol stor up an onerous ratio of Is, 6d. 
gold for tho rupee. - , , . • , 

6. The Imperial Preference to the British exporters will 
still exist in this case for the sterling stands depreciated in terns 
of gold. Exchange - dumping from . England would still exirt. 

6 ; 
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7. India "wonld have no credit if the rupee is not linked 
to sterling. 

If exchange -were allowed to go adrift, t.e., if the rupee is 
neither linked to gold nor sterling there would bo the possible 
advantages and disadvantages arising out of this step. 

Advantages would be as follows : — 

1. The dangers of tying ourselves to inconvertible ster- 
ling currency would bo removed. It would fall or rise to the 
normal level and get steadied according to the relative price- 
levels of the trading countries. 

2. Exporters and importers would attempt to shift the 
risk of fluctuating exchange levels to exchange dealers who 
will make a genuine attempt to balance the gains and losses. 
Forward contracts with Exchange Banks can eliminate these 
risks. 

3 Stability of exchange isan international task and when 
soTDOany countries are off the gold standard an era of un- 
stable currencies and a wilderness of exchange rates would 
ensue. Our exchange stabilitywould become impossible under 
such economic conditions. 

4. There might be no frittering away of resources. What 
might be lost in. maintaming the gold value for the rupee 
might ho compensated out of the gain arising in the direction of 
maintaining the rupee-sterling exchange. 

5. Trade can flourish even in days of exchange instability 
as it ddd in 1872-1892 and 1921-1925. 

6. It would be tree from the charge of ofScial manipula- 
tion of internal prices for the maintenance of an impossible ratio 
of exchange. 

7. A policy of relatively stable internal prices giving 
uniform purchasing power for all classes can be pursued and 
exchange allowed to follow its own course. 
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. The disadvantages are as follows : 

1. Currency exports,' realising the tendency of gold out- 
put to ho smaller than ■world’s monetary requirements have 
heon foreshadowing a fall in prices. Under this contingency 
tlie maintoniirice of Is. 6d. gold value for the rupee would be 
impossible. : Sir Basil Blackett’s gamble in rising prices, proved 
a failure. Devaluation is inevitable. This policy of exchange 
instability arising under this contingency would add to the 
troublous situation. 

2. Bresent business disturbance and economic dopres 
sion would bo heightened by exchange instability. 

3. It would bo enlightened selfishness and not mere phil- 
anthropy oven towards England if wo fail to accept the ver- 

* diet of the Secretary of State in linking the rupee to sterhng. 

4. It will not check the flight of capital but nothing can 
check this tendency for capital like water tends to find its own 
level. 

5. There is a sterling loan maturing in January 1932. 
It would bo impossible to pay this without the necessary 
external credit or supply of gold credits. 

B. R'amachandka. ' 11 AUi ’ 
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APPENDIX III 


SOME SALIENT LESSONS EROM THE 
FOREIGN BANKING SYSTEMS AND THEIR 
APPLICATION TO INDIA PROPER * 

STOMARy. 

In this essay are set forth some of the salient lessons that 
this country can hope to learn from some recent happenings 
In the foreign hanking systeirts. With the problem of start- 
ing the Central Reserve Bank in the foreground of the banking 
reconstruction plan, certain other lessons which ought to be 
borne in mind are pointed out. There can be no overhauling 
of the banking structure without the creation of the Central 
Reserve Bank. An elastic system of rural credit and proper 
specialisation in the field of credit must be some of the im- 
portant aims of the banking reformer who seeks to overhaul 
the banking structure. A bankin g system without the C. B. 
Bank is like Hamle t wilEour~thc ghost . But an erroneous 
Btoftrin the organisation or the working oi the credit policy 
or the aims of the C. R. Bank would taint and pervert the 
whole of the banking system. The difficulties in its path 
must bo overcome by skilful banking practice and it will not 
take a long time to appreciate the usefulness of the C. R. Bank. 
Its immediate achievements might not be very tempting and 
its immediate success might not be assured, but by patience 
and perseverance alone can tho Reserve Bank evolve into a 
useful organisation, ns safe and steady ns 'Wio Bank oi England 
itself, and mafntrdn the currency and finance of our country 
In 8. state of stability. 


• Apiptr juWilltd to the Indwn Economic Conference »nd ihii v,»« pub- 

litbed »n the Indian /oirtKj/ «/ Ecanatniati J»ny. 1931. 



SOME SALIENT LESSONS FROM FOREIGN BANKING 1G5 
..The CoiraoTATiON of the Term " Bank.” 

Surveying banldng institutions from Japan to England, 
Tve discover that banking business is not the same everywhere 
nor is it so static and fixed as some of the observers of the 
banldng systems are apt to consider. .Banking business is 
•of slow evolutionary growth . While the word “ Bank ” has 
received an extensive and wide connotation on the European 
Continent and Japan, the modern English Bankers still pin 
their faith to the conservative and old-fashioned idea that 

banks should provide money and not capital.” This, at 
any rate, is the boimden duty of the commercial banks. But 
a society requires other types of banking institutions to com- 
plete the financial machinery which its manifold, activities 
require. Until now Indian banks have been slavishly follow- 
ing the English Banker’s conception of his , duty. Nothing 
is more important than to fill the gap in the monetary field 
arising out of the banks confining themselves to commercial 
banldng aTone.^ Either a change in the conception or an 
•extension of the coimotation of the word ‘‘ Bank ” is essential. 
Mere extension of the duties of the commercial bank without 
•due precautions is dangerous. Some of the co-oi>erative 
•credit societies who have combined the granting of long-term 
loans along with short-term loans have found out much to 
their chagrin that the cultivators required long-term loans 
alone, even for bona fde short-tenn needs. When the 
mentality of the Indian borrower is such, it is inadvisable to 
allow one and the same credit institution to perform both-' the 
purposes, viz., the provision of loans for short as well as long- 
term purposes, however cautiously .’it might -propose -to 


^ Specialisation has extended so far in the U.S.A. ^Jiat We ineet With banks ' 
started solely for financing. certain industries alone. Quiterccehtly the ConlirientaJ 
Bink of New York decided to increase its ca'pild jand finance the broker’s sequire- 
: ments and thus psve the ■way towards stabilising coll mouey/oicsssrid the colUterol . 
loan market rotes. About 350 stock exchange ond cji^-jh^pse* hold the slock 
and the directors are all fepreienlatircs of the Irokirfge.jipses. ' 
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conduct these operations. Aii cla.stic rural credit system, both 
for short o-s noil as intermediate and long-term purposes 
would bo essential to complete our banking structure. 
Every banking sj'stem, including the English banking system, 
has now made systematic prosdsion for elaborate long-term 
provision of capital to agriculture and Industries. India, 
being predominantly an agricultural country, cannot afford to 
postpone the adoption of this essential and uuseful feature. 

A Central Bank of Issue. 

Excepting Canada, where a Central Bank of Issue does not 
exist, all important banking systems have a Central Bank of 
Issue acting as the guide, friend and philosopher of credit insti- 
tutions. Whether designed as a pure Central Bank or allowed 
to act as a Gommercial-oum-Central Bank, the main duties of 
the Central Bank ace to gather a big monetary pool, pursue 
-resolute monetary control and bring about expansion and 
contraction of credit so as to maintain healthy conditions 
conducive to the prosperity of the traders and the general 
public. Admirably fitting itself into the gold standard mone- 
tary organisation it controls the gold movements into and out 
of the country and protects the gold standard system from 
the evil influence arising out of a gold efflux or influx. 

So far as the general features of these Central Banks are 
concerned they ate the depository of the reserves of the other 
banics and the reserves of the Government. They are 
custodians of the national gold stock and the supervisory 
monetary policy is greatly facifitated by this watch and ward 
over the entire gold resources of the nation. Acting as the 
Government Banks they manage the public debt, make dis- 
' bursements on, behalf of the Government and lend money to 
it -within limits laid down by the legislatures of those coun- 
tries^ The ‘’discharge of -these duties confers prestige and 
^ undoubtedly adds ^■o their earning capacity. 
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A survey o£ their actual operations would enable one to 
realise that there are three types of Central Banks. The 
‘Continental type as typified by pre-^war German and French 
•Central Banks which conducted private business in competi- 
tion with the commercial banks. Both the Reichsbank and 
the Banlv of France performed these banking operations in 
■ueveral places and they acted as banks of deposit, discount 
-and issue to the general public as well as the banking institu- 
"tions. 

Opposed to the above mixed type of Central Bank stand 
"the modern Federal Reserve Banking System and other Central 
Blanks created after its model. The pure Central Banks as 
they are often designated regulate credit and currency and 
rediscount for member banks alone and do nothing ‘ else. 
'They have business dealings with the Central Banks of other 
•countries. 

Midway between the two types stands the Bank of 
England. It regulates credit and currency and mobilises the 
national gold stock in its hands. It has important private 
buaness of its o^vn not only with the Central Banks of other 
•countries but with the general public, the Government and 
the commercial banks. Through the bill-brokers it carries v 
•on its expansive and contractive side of its operations.' Its 
open market sales and purchases of securities make the bank 
•rate effective. All these types of Central Banlrs have one 
■comprehensive programme of social utility and they propose 
to achieve this jby, altering the discount rate and trying to 
•exercise through it, .certain aniouut, of influence on the price- 
level and the stabilisation of tho 'business life of the country. 
Discarding the old gold basis as the sole regulator mf their 
-discount rates they are usmg varied' economic- .data to 
regulate theit credit policy and tins new. .orientation of their 
•credit policy is such that it forces even the pure Central Banks 
't-6' enter the money-market and by means of their “open' 
.market operations,” t.e., by baying and 'selling securties they 
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attempt to establish a close touch -uith the country’s credit 
conditions and secure offectivo control of the money market. 
Almost all the Central Banks realise that they are not “ mere 
dividend-paying machines, but nobler and higher instruments 
endowed with altruistic motives which inspire them to perform 
the sacred task of regulating credit and currency and manag- 
ing the gold standard in tho wider interests of the country.” 
The aim of earning dividends for the shareholders has every- 
where been subordinated. As Governor Strong of the F. R. 
Bank of New York says, “ Earnings are not an inBuenco in 
fixing the credit policy ” of tho F. R. Banks. Such an 
enlightened ideal governs the actions of the different Central 
Banks. Though Commercial-cum-Central Banking is 
pursued, the substantial duties and operations with the public 
do not go much further than the one of earning its own 
expenses and securing a mere reasonable profit to its share- 
holders. Another cardinal function of the different Centrol 
Banks is “to save tho public at the right moment from the ruin 
which might result from the blunders of the private banks.” So 
far as ordinary duties are concerned " the Central Bank 
performs the same benefit for the daily traffic in the bank- 
^ing world that the pneumatic tyre does for the motor car. It 
cushions the bumps and makes the whole service easier, 
smoother, speedier and more efficient.”* 

While the above are the functions of a Central Bank and 
the performance of which w'onld entitle any hank to be 
considered as a Central Bank, there is now much uncertainty 
a.s to the proper manner in which the Central Bank has to be 
organised and managed. When even private Joint Stock 
Companies conader it important to maintain mational control 
and not allow themselves to be managed bj' foreign investors, 
there o\ight to be some hesitation in an efconomically undeve- 
loped country in the matter of organising a shareholder’s 

2 SeeGovemorW.H.Qegg’s article on Central Banking in South Africa,” 
Economic Jontna], December 1929, p. 532. 
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typo .of the Central Reserve Bank.® The limitation of 
voting rights to nationals and national corporations and 
discarding foreigners as directors unless approved hy the 
majority of the Board are some of the methods pursued to 
eliminate the undesirable influence of alien shareholders. 
Another useful move is that of the Marconi International 
Marine.- It consists in setting aside the "foreign share” 
separately and allowing the foreign shareholder no privilege 
to hold the “ national share” while the national shareholder 
can own the share even in the " foreign register.” 

The recent American invasion to secure control over 
British companies is being openly resented and several of 
them like the General Electric Company, are not allowing the 
foreigner to acquire the majority of the shares so as to secure 
control over its policy.* When the Central Bank has to 
discharge important national duties there is no reason why 
foreigners should be allow’cd to have the controlling voice. 

To eliminate all such undesirable influences, the method 
of starting a Central Bank by issuing public debentures 
guaranteed by the Government gives a convenient handle. 
Though the idea of a mixed State Bank is thorougblyiamiliar 
to the Indian public, yet it introduces or gives scope to the 
Government to exercise political pressure on the Bank. Con- 
sidering the fact that throughout the world the executives 
of the Central Banks are being made free from political pressure 
and independent enough to pursue national policies, there is no 
wisdom in hankering after the old and almost forgotten ideal 

® A more thorougli statement as regards the advisability of the particular type 
or organisation of a Central Bank will be found in my Present-Day Banking in 
India, Chapter on Ibe Central Bank of Issue. 

■■*Tbe Imperial Airways Co, of ibe United , Kingdom excludes totally all 
foreigners from holding shares. See also the Literary Digest which says that 
one after another of the British Companies whose'securities haveheenihadeactive 
' by American bu:ring are meeting hastily arid amending their charters or bylaws to 
provide that control can never go overseas and that a minority and frequently all of 
the directors of the Corporation must be born British suhikts'.”. ' March 30' 1929 
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of a mixed State Bank. If the shareholders’ typo of a Con' 
trnl Bank Ls undesirahlo for, without a clause avhich introduces 
racial discrimination the restriction over foreign control 
cannot bo exercised, it has to he given up. The State-owned 
and State-managed Bank, being also undesirable, it ca-sily 
follows that a stockholders’ bank would free it from all 
dangers arising out of a defective coivstitutional organisation. 
of the Banlt. 

All Central Banlis display an international mentality 
and a rapid development of this needed mentality cannot he 
engendered bj" a purclj' State-owned or mixed State Bank or 
a Shareholders’ Bank. A stockholders’ bank under the capable 
guidance of experienced bank officers would easily develop 
this mentality and stand ready to co-operate with the exe- 
cutives of other countries and bring about tho international 
financial community of interests. Tho idea of world peace 
can thus be hotter established indirectly by this method than 
by any other direct move such ns tho proposals for disarma- 
ment of navy, army, etc. It leads to a disarmament of the" 
mind and is bound to succeed. 

The Cash Besebve or the Centbal Baj^k. 

War-time and post-war experience shows us that the- 
reserve of a Central Bank can be far lower than the legal 
r^erves when no gold is seriously intended for internal 
circulation. Gold is now intended for mere export purposes 
and the national gold stock that ought to lie in the hands of a- 
Central Bank should depend purely on tho balance of pay^ 
meats. As gold -will be called upon to pay the unfavourablo- 
a ance, it ought to bear a proper relationship to this alone. 
Eut in actual practice all Central Banks fix a relationship 
^ notes and deposit liabilities which are “ unrelated 
and his is clearly meaningless ” saj-s J. P. Colbert.® Both the 
nciary and proportional r eserve systems are meaningless as- 

®Set thc Slalht. Jubilee No. 1928. 



'SOME SALIENT LESSONS EEOM EOEEIGN . BANKING I?! 


•applied;to the .Central Bank. A low proportional reserve or a 
Tiigh maxiranm for • fiduciary reserve is essential to give 
'elasticity to the note-issue. ; Any other legal reserve regulation 
•would, be stringent and would heighten the demand for, gold 
•on the part of the Central Banks of the world. A falling 
supply of the world’s gold stock would result in bringing 
.about deflation. . Gold would tend to become exalted as the 
master, instead of being treated, deservedly, as the servant of 
mankind. To reduce and remove altogether such undesirable 
•conseq[uence8 the gold reserves ought to bear a fixed propor- 
tion say a fixed multiple of the volume of trade and if this 
•proposed idea underlying the Central Bank’s reserve were to 
he accepted the international gold centres have to maintain 
higher, stocks of gold than the above so that this free margin 
of gold would allow them to play the role of international 
financial centres. 

Though the rational basis of the above suggestion can be 
•easily understood no nation has adopted this principle in the 
•formulation of the cash reserve basis of the Central Bank.® •’ 

Elasticity of note-issue without the danger of mone- 
tary inflation is the cardinal basis on which the note-issue 
priidleges of a Central Bank are formulated. The fixed 
fiduciary principle now recognises the advisability of fixing 
"this limit at as high a maximum as possible so as to cover 
■all seasonal requirements without any alterations in 'the daw. 
The expansion of this note-issue b’mit at times . of .panic is. 
permitted and a periodic revision of the note-issue limit is also 
desirable to satisfy the changing requirements of the people! 
This is what the cumulative experience of IVance and England 
teaches us. All nations condemn any deflationary tendency 
Underlying the note-issues when .the trade demand is growing. 

Even our Gold Standard Reserve meant . for.staWiising the G. S. System • 
IS not bated on this principle- It was discussed as the on'y. safe basti for the 
fixing of the amount of the G.S. Reserve .but was given .up. ^ 0 nly £40 , mi n I ons 
•are now Kcld in iKe G. S; . Reserve. - > ! 
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They are equallj’ emphatic in tlicir declaration for Checking 
any inflationary tendency which can be brought about by the 
issue ot excessive bank Tiotce. Tliis ia the reason why 
countries which have adopted the proportional method ot 
note-issue have carefully defined the nature of the assets wliioh 
can give rise to the notes. They have jealously guarded the 
legal character of such notes and have promptly arranged 
for the duo retirement of these notes. 

This power of safe and elastic note-issue can l>e properly 
exercised by the discretionary capaoity of the Central Bank’s 
executive. So long as the Government docs not create a- 
note-issue of its own nor abuse the right of borrowing frCely 
fromthe Central Bank ot Issue the note-issue can bo made safe 
and elastic at the same time by the wise management of the 
Central Bank. The war-time experience of the Central 
Banks amply demonstrates the truth of the above statement. 
The Bank of England succeeded very woU simply because there , 
was non-interference on the part of the State and when this 
was abused as in France and Germany excessive note-issue 
became the rule. Dr. T, E. Gregory is essentially right when 
he remarks that “ the Central Bank, which is an organ of 
economic self-government, implies that the State will neither 
print paper nor abuse its right of borrowing. As soon 
these implications cease to be true, the power of the Central 
Bank ceases or vanishes.”’ 

Though some Central Banks pursued the policy of holding 
foreign bills freely in the days of currency interregnum, t'-e. 
until the gold bullion standard was definitely established, the 
policy seems to swerve in the direction of strengthening gold 
reserves and tlie ultimate aim -is to maintain exchanges at 
par by the use of bullion only, independently of any foreign 
bill reserve. Both the Central Banks of France and Italy 
have been pursuing this policy in the latter half of 1928. 
Too much should not be made out of this arrangement alone 


’ Quoltd from the Jubilee Number o5 Ibe SlalUt, 1928. 
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and force the Central Bank of Ibsuo of this cotmtry to main- 
tain foreign exchange balances alone to settle the balance of 
pa3nnent«. - 

Even England, the' classical home of fluctnatirig bank 
rates, has adopted quite recently the policy of maiiitaining a 
steady bank' rate irrespective of the gold stocks held by it. 
By 'virtue of pegging arrangements which exist between the’’ 
bank rate and the deposit rate of interest all money rates 
become influenced by this policy. The maintenance of this 
policy stands os a token of its desire to help industrial and 
business reorganisation so badly needed to enable England 
to compete eSeotively with its rivals and maintain its pre-’ 
dominant position as the world’s greatest exporter of manu- 
factured goods. . . . . f. • 

All. economists admit that the general price-level of a 
country is susceptible to several forces operating from within, 
the country as well as from ^thout. The supporters of the 
doctrine of “ managed currency ” do hot propose to straighten 
out this price-level by means of credit policy alone. ^ The, 
enthusiastic 'advocates of Central' Bank management realise 
fully “ t hat prices are not a stone wall which is quite immove ' 
able but they are not equally wax which gives away to every 
pressure.” They realise full well that the price-level 
presents a strong resistance to all interference. They are 
aware of the fact that if undue' pressure which is' being exer- 
cised is increased beyond a' certain point it is hot the price-level 
that would decline but the withdrawn currency is replaced by 
some other less perfect substitute. It’ may therefore be 
recognised that the amount of inonetary circulation is more 
feasible of alterations than the price-level itself. Hence the 
monetary reformers now believe that “ it is easier to adapt the 
quantity of money and" credit to a' changed' pHee-levelt than 
to ihodify prices by managing the circulatioii.” ' All this is 
realised by the advocates of modern , monetary . reforms. 
They also believe that the action of the Central Bank should 
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bo timely and however much its influence might bo reinforced 
by other measures, the claim that it would promptly chech 
business orgnnisationfl from being overpessimistic or unduly 
pessimistic is not voiced by them. The open market oj>era- 
tions might not bo very efficacious ® and the banlc rate w ould 
fail to carry full sting in the absence of a well-developed bill 
and short-term money market. It is only in a highly concen- 
trated banking system that the arrangement of a centralised 
banking machinery would function well. But oven there it 
might be true that a little more competition might be all that 
might be needed and the rigorous castigations of a Central 
Bank would not after all be the needed correctives or the 
panacea for the financial ills of each and every country.® 
But it must be admitted that a timely action would go 
a long way in checking abnormal price and business fluctua- 
tions that ate productive of so many evils to society. Relative 
oi the price-level should he the ohjcctlve oi the 
Central Bank no less than the stability of the money rates. 

"Without stability in money rates industry cannot hope to 
flourish even if it were to be blessed with tolerable stability in 
commodity prices. Bigher money rates generally tend to 
produce uneasiness in the stock market and place hindrance 
in the free investment of fresh capital. This is the lesson that 
the recent high money rates of Wall Street teach ns (April 
and May, 1929). These variations in money rates not only 
tended to make the Stock Market nervous but induced higher 
money rates all over the world in order to defend their stocks 
of gold. Even India had to experience a seven per cent, 
bank rate on account of these higher money rates prevailing 
abroad. 

8 This is what is realised by the F. R. Board itself dunng 1928 and many 
ofilaoificiaUaswellascritlcsdiacreditthe"’ managing policy"" of theF.R.Board. 
Olhmlt as well as sritnesses before the Select Committee on Banking and Currency 
admit that credit control is ineffectual and that it cannot stabilise prosperity ." See 
the Statisl, May 19, 1928. 

^ *Sce A. J. S. Baaler, The Imperial Banks." 
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" • rOBEIGN .GaPITAI. ’ 

‘ ■ The orderly flow of foreign capital through the financial 

institutione of the country mainly for the purpose of promot- 
ing induatrial development and other developmental purposes 
has a‘ favourable bearing on the foreign exchaiige marhet. 
Interest payment and dividend remittances may otherwise 
operate, but the whole process is an advantageous one tending 
towards the building up of national wealth. This is the recent 
experience of Japan, Canada and Germany, There must 
however, be a limit to the foreign borroninga or else interest 
charges would mount up to an inconveniently high figure 
and cannot he balanced through increased exports. Again 
another disadvantage might arise when the flow of foreign 
capital from foreign sources might be stopped all of a sudden, 
Germany bod to experience sucb difficulties in 1928‘ when the 
American stream dried up on account of keener demand 
for speculation on the New York stock market. Germany 
had to fall back on London and France for secnring the needed 
short-term capital, ' But when there is internatidnal 
tightening of capital, dependence oh foreign capital would he 
suicidal. Germany realised this situation long ago and alrhost 
all countries have been making persistent eSorts to develop 
internal. capital markets so as toheduce their dependence on 
foreign capital. Japan, Canada and Germany are successful 
examples. Germany, in particular, knows - the Tact thht 
German economy.: depends purely on the domestic, capital 
market. The increase in savings, deposite of the '.German 
depositors is. often alluded to aa -an infallible >ign of capital 
increase on. the part of Germany., It is not after’ all -a real 
sign of economic growth fwfit depends on higher wages and 
.these. reflect on. the production .costs of industry and-capital 
supply to industry. . Althoughhigh rates .of interest were paid 
Tor t^ domestic loans very few, German subBcrihers^were-to 
be.found for.the loans floated in the year .1928. . .The - situation. , 
has improved to a certain- extent but- dependence- on ;foregin 
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capital is not given up as yet. The Germon Banks have 
attempted not only to accumulate domestic capital but have 
mode it their duty to intelligently co-operate uith the 
creditor countries and socuro the needed supply of foreign 
capital for the domestic borrowers. A prominent German 
banker says, “ Capital is in its verj' nature international and 
only elemental occurrences in the political or other spheres can 
divert it from its natural held of activity. The movement of 
capital towards Germany can, in the long run, therefore, only 
be averted by Germany herself, if she pursues an erroneouB 
economic policy, for it is not to be supposed that the atmos- 
phere of international economic understanding, which is 
apparent to-day throughout the whole world, will entirely be 
dismissed in the near future.”'® 

As British capital is of the typo which takes all the risk 
and all the profit, it is better financial wisdom to lessen our 
dependence on it. The American capitalists insist on securing 
- a fixed rate of interest. The South American conditions 
amply prove my statement. No wonder America’s capital 
is increasingly employed in State Eailways, public works, etc., 
and the socialistically inclined States are conducting the public 
utility services with the help of American capital. The lesson 
is apparent. We should allow Great Britian to act mote os a 
banker (tin the domestic capital market expands) to the 
Indian industries and less as a workshop supplying us with 
technical requirements. These would have to be manu- 
factured within this country under Indian industrial sgis. 
At present banking, insurance, shipping and personal services 
are being rendered to us for our raw materials and food 
products. In future baiiing, shipping and insurance services 
woidd be declining as Indian people would be rendering more 
active service under these heads than before." If Indian 
domestic capital, which is of late taking some active part in 
commerce were to pursue this s ame policy towards industries. 

Quoted from the Report of the Darm.Udter Bank. 
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shipping and insurance the economic self-suflaciency. and pro- 
gress of the country would he facilitated. Like the socialistic 
.States of Argentine and Australia our States should aim at 
securing foreign capital mainly into the fixed interest-bearing 
type of investment reassuring the larger share of the profits 
dor’ the whole community by the State-ownership of public 
.services. 

The Iktebnationausatioh of Bankihg. 

The major commercial banks in most of the advanced 
•countries of the world are fast tending to become mternational 
in character. The internationalisation of banking is being 
achieved in three ways : (a) by extending branches abroad, 
purchasiiig shares in foreign banks so as to -acquire 
•controlling interests, (c) by combining with other banks 
•operating in the foreign area. Though in the pre-war days 
it was method (a) that ruled the circumstances increasing 
use is being made of methods (6) and (c) in the war and post- 
war circumstances. This change in method was due to the 
ahrdety to avoid disturbing the national sentiment of 
the foreign country and the vested interests of the' existing 
banks whose jealousy and antagorusm would soon be roused. 
Method (o) is being openly pursued by the Imperial Banks and 
•the Empire Banks in all those countries where political power 
.and economic penetration cannot be openly resisted by 
the colonies or undeveloped regions belonging to the Empire. 
The major Imperial Banks of England, France and japan ha've 
branches iii the colonies, spheres of interest and mandated 
territories. Method (a) is now being attempted '.by , the., big . 
American hanks with- a •view to get themselves represented in 
“the big financial centres as London, Paris and Berlin so as to 
be able to afford all-round banking facilities , (including 
■^ourist traffic) to their customers. , . . . 

. Prance pioneered the •way in adopting . method (c) arid in 
•d.he Central arid Eastern European countries banks - were re- 
■^ved by the forei^ 'capital lent by such affiliations. The 



178 


BATIKS AND THE MONEY MARKET , 


resurrection of the Wiemer Bankverien is an instance to illus- 
trate this tendency. Great Britain pursues the self-sttme 
tendency and has established the British-Italian Banking; 
Corporation which conducts its business through its allied 
institution the Banco-Italo-Brittanica. The big five, with the 
exception of the Midland Bank, have also adopted this- 
procedure.^^ 

Indian trade in the Far East can be developed by adopting 
this method and enrolling the services of foreign banks to help 
the Indian banks interested in extending the export trade of 
6 country. The big selling units of the major staples should, 
request their hanks to bring about sucb a desirable innovation 
and the financing portion of their business, the selecting of 
reliable foreign merchants to act as agents for the sale of goods 
and a reliable knowledge of the state of credit and domestic- 
ircumstances can be secured through such a channel. 


Bauks ahd Specula.tion. 

It is oft stated that ” John BuU can tolerate anything; 
Ise except a two-and-half per cent, bank rate.” He would 

lall a prey to speculation during the days of such artificial 

pros^nty. It is part of human nature to forget the lessons- 

snno ^ When too great indulgence in optimism and 

spec^ative venture is taking place a sharp rise 
m money rates would be no successful antidote and 

any mampulatmnofthebankrateis apt to fail. Hanger 

!dU w of a speculative community 

ai to respond to a sufficient stimulus in the -way of’ 

The hn * 1 - money arising out of a glut of sa-vdngs. 

^ attempt to deflate speculation, if 

nr? -n,' 7 ■ *’■ dificrence between the speculativo 

po^onoan ratiomng^_^s l audable attempt to supply the 

.Banfa.' Un Chnptcr entilka the 
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public edification . that is essential. He should step into tho 
public arena, and begin to, educate the public by his illumina* 
ting addresses on trade, and economic circumstances of the 
country. The practice of the Bank Chairmen of the ‘‘ Big 
Five” h^‘ to be einidated. They should not only answer all 
- enlightened or mischievous criticism of their actions but point 
out the paths by means of which industries can get rid of their 
difficulties,. Besides, long and interesting staternents of the 
business of tho banks, an intelligent commentary on private 
econoihy, public finance and credit and important financial 
events' having world-wide significance should be found in. 
their annual reports. . . „ , ' 

Similarly, the Central Bank of this country should issue 
informing balance sheets and now that the ‘paragon of conser. 
vatism” — the Bank of England which could dare to defy pub. 
lie opinion so long and continue publishing enigmatic 
balance-sheets for nearly three-quarters of a century has come 
forward to publish informative balance-sheets, the case for 
for, publicity receives .tmdisputed strength out of its action. 
The amalgamation of note-issues has proved to ; be a signi- 
ficant achievement in several directions. The most 
important thing is the issuing of a bank return supplying 
additional information. As the right Hon’ble Reginald 
McKeima says “In the retmn of the Banldng Department the 
total of the British' hoine bank balances, hitherto undisclosed, 
is noW'Skown separately' as a -part of other deposits, while 
‘other securities’ are divided into discounts and advances and 
securities. These items, as' ' the records increase in length 
and as experienceis gained' in their : utilisation, :mll add 
•materially to the value of the statement Tor short and long 
term purposes.’!^^ ' 


, Set) ■' A Picture of World Economic Conditions at the Beginning of 1929,’ 

p. 103, issued by the National Industrial Conference Board of the U.S A. ’ 
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Bufiered greatly on -account of embezzlements on the 'part ot 
the bank officers The stolen bank money waa usually lost 
by selling short in the bull market. The bank tollers, who- 
wore the chief offenders, failed to place funds deposited during 
the day and the higher executive officials engaged in the same 
kind of business could not hope to check the actions of the 
bank tellers. 


Quite recently wo have come across instances of 
embezzlement of bank money in our country on the part of the 
bank officers. Such -unfortunate moral delinquencies 
arise in every country and are solely duo to the attempt- 
on the part of the bank officers to live beyond the means of 
heir income or downright dishonesty or speculative gambling 
t e help of banlc’s money. Insufficient salaries and the 
a mpt to start outside business in addition to bank duties 
r.( +1 'Importunate hardships generally account for most 
e cases of bank embezzlements. The only practicable 
nor or Avay of combating this dreaded evil is to appoint 
respoMible officers, only after a thorough investigation of their 
as istory.^ These can be bound down to furnish 
audits by recognised and capable auditors 
e introduction of mechanical appliances to do- 

dauaT ^ long way in eliminating these 

ngers. Internal audit on financial transactions would 
oe useful and enable one to detect the defalcations early. 

M 's wbat American banka failed to do and that is why they 

Wr the huge sums defalcated by ^he 

fr/, tianks ought to understand this much 

mi^et ^ of speculation in the American stock 


Banks and Publioity. 

must give up bis attitude of digmfie( 

affair “■ ®^°^t observer of publi 

pi g his pulse on them but it is not mere talking fo 
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public edification that is essential. He should step into the 
public arena and begin to educate the public by his illumina* 
ting addresses on trade, and economic circumstances of the 
country. The practice of the Bank Chairmen of the “ Big 
Five” has to bo emulated. They should not only answer all 
enlightened or mischievous criticism of their actions but point 
out the patlis by means of which industries can get rid of their 
difficulties. Besides long and interesting statements of the 
business of the banks, an intelligent commentary on private 
economy, public finance and credit and important financial 
events having world-wide significance should be found in 
their annual reports. • 

Similarly, the Central Bank of this country should issue 
informing balance sheets and now that the ‘paragon of conser. 
vatism” — the Bank of England which could dare to defy pub- 
lic opinion so long and continue publishing enigmatic 
balance-sheets for nearly three-quarters of a century has come 
forward, to publish informative balance-sheets, the case for 
for. publicity receives undisputed strength out of its action. 
The amalgamation of note-issues has proved to ; be a signi- 
ficant achievement in several directions. The most 
important tiling is the issuing of a bank return supplying 
additional information. As the right Hon’ble Reginald 
McKenna says “In the return of the Banking Department the 
total of the British home bank balances, hitherto undisclosed, 
is now shown separately as a part of other '.'deposits,' while 
‘other securities’ are divided into discounts and advances and 
•securities. - These items, as" 'the records increase in length 
and as experience is gained in their utilisation, will add 
■ materially to the value of the staterdent for short and long 
term purposes.’!^^. ' ^ • ■■ ■ 


■* A Picture of World Economic Conditions at the Beginning of 1929, 
p. 103, issued by the National Industrial Conference Board'of the U.S.A. 
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Banks and the Exchange Maeket. 

It has now been recognised in all countries that a forward 
'exchange market is essential for exchange stability. Ab- 
normal methods of controlling exchange rates have been found 
to be ineffeotivo. The stabilisation of exchange is a thing that 
"bends to establish itself and without such stabilising conditions 
it is impossible for a long time to restore sound conditions. 
In the advanced countries the perfection of the forward 
exchange market had become so complete that it actually 
dominates the spot rates and in case of the sterling-dollar 
"rates we witness such a phenomenon. The widening of the 
exchange market, the specialising nature of the exchange 
brokers and the necessity on the part of the merchants to 
realise that it is wise to eliminate exchange risks apart from 
trade risks are the predominant factors in the case of an 
established forward exchange market. 

The financing of foreign trade itself must bo done with do- 
-mestic funds and it is the bounden duty of the Central Banker 
to indirectly secure this ideal through the intervention of the 
■existing joint-stock banks or those specially created for that 
purpose. Both the United States of America and Japan, 
"the latter to a less degree than the former, have succeeded in 
-developing suitable banking machinery to finance their own 
exports or imports with the help of domestic resources. 

Banks and the Investment Mahket. 

The perfection of the investment market in almost aH 
advanced countries is a patent fact. America, Japan and 
"Germany stand as outstanding examples of recently organ- 
ised banking systems where much attention is being paid 
-towards the mobilisation of the domestic capitid resources 
of the country and the investing of the same . in safe and re- 
-munerative channels hy special institutions known as invest- 
ment trusts and these divide the risks hy spreading theinvest- 
nnent over a -vide area and thereby secure better outturn than 
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-vrhat a single individual, however enlightened he might ho- 
■in the art .oi securing safe investments for his capital, cam 
hope to do.’ The increase of capital is not the main problem' 
hut the safety of the existing capital is the solo criterion- 
Circumstances might force us to borrow in the foreign coun- 
tHes but the rebuilding or. renaissance of the domestic invest- 
ment market must not be- forgotten. The creation of am. 
organisation for the mobilising of the domestic capital re- 
sources should not bo postponed any longer. 

Applioations of these lessons to Ineia proper. 

While some of the salient lessons underlying the disous- 
sion.ha VO been pointed out already it is essential to. frames 
permanent reconstruction of our banking structure in the- 
light of the most important of the above conclusions. It is- 
assumed that the formation of a Central Beserve Bank and 
the creation of an elastic rural credit system are indispensable^ 
parts of a larger problem, namely, the reform of the entire - 
banking structure. Everywhere else, the bank notedssuo,. 
t.e., bank currency forms an integral part of the credit 
structure. Our plans of banking reconstruction have to ba- 
worked out more of less with reference to the plan adopted, 
for the currency reform. ‘ 

It is difficult to imagine how banking reform can be- 
accomplished without empowering the Central Bank to issue- 
elastic notes' which for rh no meagre part of the total volume- 
of money in the country. Considering the . advisability of 
making bank notes rise or fall in response . -to the needs of 
business the first item of out- banking .reconstruction.is to- 
depriye the Government of its control over note-issue. The- 
iasue of, new notes must bo in the hands of, n Central Bank,. 
Observing - the favourable experience of other foreign coun- 
tries with asset currency it is essential to issue notes based om- 
,the assets ofjthe Central Bank. To ensure confidence in the- 
minds of . the public they might.bo Government-guaranteedl 
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Dotes l)ut they must be directly issued bj' the Central Baiik> 
The asset backing for the notes may bo gold and collateral 
paper such as commercial, agricultural and industrial paper. 
The proper combination ivonld be 50 i>er cent, irhich happens 
to be the prevailing lav in the matter of our paper currency 
organisation. Having the privilege to issue notes based on 
gold or commercial paper it can bo left to the discretion of the 
Central Bank to issue notes cither on gold or commercial 
paper as the management thinks it proper to do. The form 
of eligible paper might be — 

1. Notes, drafts, bills of exchange or acceptances issued 
or drawn for agricultural, commercial or industrial purposes 
and rediscounted by commercial banks at the hands of the 
Central Bank. 

2. Open market operations or purchases by the Central 
Bank consisting either of bills of exchange indorsed by a joint 
stock hank or of banker’s acceptances, which at present do 
not exist to any extent. 

3. Notes, drafts, and bills of customers drawn for the 

purpose of carrying or trading in bonds and notes of the 
Government of this country or the ‘United Kingdom o^d 
lediscotmted by the Central Bank. . 

4. Promissory notes of the commercial banks to run 
not exceeding three months secured by (o) commercial paper 
eligible for rediscount, or (6) Govenunent securities. 

Such terms of note-issue which have been outlined above 
would undoubtedly confer the needed elasticity required by 
either business or Treasury finance. 

To meet sudden emergencies this law can be suspended 
and additional note-issue can be permitted on the payment 
of a graduated tax. The discount rate at such times must 
be made to rise by an amoimt equal to the tax paid by the 
Central Bank. Such provisions will satisfy the needs of a 
crisis or any unusual emergency. Automatic contraction 
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can also bo provided for by tbo increase of tax and discount 
rates. By tbis feature ,we are incorporating the Gorman and 
the English devices o! creating excess issue to meet emergen- 
cies, ... - . . 

The redeeming of these notes at the Central Bank or the 
Treasury must nov? be discussed. Both in the pre-war 
Franco and the United States of America the Central Bank 
had the power to pay the notes in gold or silver, as in France, 
and gold or lawful money, as in the U. S. A. In the future, 
when gold shortage is to be an accomplished fact, the con- 
centration of gold in the central reserves would be highly 
useful and a provision of this character would be highly 
useful in protecting the gold stock in' . extraordinary 
times. Wliile this privilege would thus be helpful the question 
of . keeping notes at parity, with gold and speedy exchange of 
notes for gold or gold for notes should not be interfered with 
in ordinary times. > 

As the general public of our country do not understand 
the subtle distinction between legal tender and optional tender 
it is better to confer the legal tender quality on the notes of 
the Central Bank, ' It is undoubtedly true that a proportional 
note-issue has the possibility of inflationary demand attached 
to it and to curb this tendency the legal tender privilege for 
private debts might be denied as has been done in the U. S. A. 
But even there banlrs and the government exchange the notes 
for lawful money at their full face value. 

Coming to the actual measures needed for securing auto^ 
matic retirement of notes w’hich is so essential for, contraction 
purposes, it must be borne in mind that the issue of the One 
Rupee Note makes ;it difficult to insure prompt retirement. 

. Large denomination notes would generally float back to the 
Bank easily but the smaller denomination notes generally are 
hot retired early. The conferring of- the legal tender quality 
would again stand as an impediment , to the prompt retire- 
ment of, the notes. Even banks would be holding these- as 
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yart of theix legal tender reserves. Although the F. R. notes 
,are not legal tender, yet these are not issued below denomina- 
tions of five dollars. As inter-district movement and 
payment of them by another F. R. Bank other than the issu- 
ing bank is subject to the penalty of a 10 per cent, tax the 
feature of automatic redundancy is supposed to be complete- 
ly effective and to reinforce it special powers are conferred 
on the F. R. Banks to refuse rediscounts to member banks 
nnd compel them to repay old borrowings by return- 
ing currency i.e., notes. The F. R. Board has the power to 
levy interest tax on note-issue backed by non-gold collateral. 
IS’ext, the rediscount rate may be raised by the F. R. Board, 
df it finds the note-issue over and above the legitimate demand 
lequirements of business. Lastly, it employs the open market 
operations on the part of the F. R. Banks to bring pressure 
■and compel the safe retirement of these notes. Thus the 
ohief lesson one has to learn is not to place blind faith in the 
■doctrine that notes find an outlet only when there is legiti- 
anate demand for the same and nothing in the direction of 
enforcing note-retirement is essential. Although notes 
generally find an outlet through business requirements alone, 
the necessity to automatically retire these notes as soon as the 
requirements are satisfied is often overlooked and at such 
times the Central Banker must be endowed with power to 
■exert pressme on the ordinary banks and secure contraction 
•of the notes. But unfortunately this side of the note-issue 
provisions, which is meant for contraction purposes, is often 
neglected. It is not enough to merely lay down regulations 
■checking monetary inflation through note-issue. Just as 
elasticity should be secured, whatever the state of the gold 
-stock might be, so also the contraction must be managed with 
a view to save the community from excessive and highly 
inflationary size or amount of the note-issue. These are the 
principles on which the note-issue of our Central Bank should 
bo managed and without having an elastic note-issue in its 
hands which does not at the same time lead to monetary 
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inflation, satisfactory rediscounting of the eligiblo and qualified 
paper would be sometimes impossible and the genuine credit 
demands might not be satisfactorily complied with. 

Bank Bate. 

It has already been laid down that a lower and more 
steady banlc rate than the present one should be the, ideal 
aimed at. Considering the last half-year’s (ending Dec. 31, 
1929) bank rate, the average was 5-788 per cent, as against 
the previous half-year’s average of 6-456 per cent. It would 
indeed have been higher if trade demand had been felt. 
Depressed trade and the stagnant industrial situation in the 
cotton industry of Bombay and the slowly falling prices of 
country produce needed lesser finance than as usual and there 
was no borrowing of emergency currency from the Controller 
of Currency at any time. The seven per cent, bank rate 
reached in October, 1929 wo\ild not have been imposed on the 
banlung systom, but for high bank rates ruling abroad and the 
investment of Indian money abroad. The heavy Treasury 
Bill borrovdhgs must also have told their tale in this matter 
and raised the bank rate to seven per cent. - One unique 
feature, however was' the low- money rate prevailing in the 
money market in spite of' the abo-ve advance in the bank 
rate>* ' 

This situation would necessarily have to be changed as 
soon as the Central Bank assumes charge of the currency and 
.credit-policy,, Tliis Centrtd Bank should remove the influence, 
of the Government on the hank rate. Any undue raising of 
the bank rate to eight per cent, as was done by .Government 
pressure would have, to be checked. The present-day peaks 
and valleys of credit .fluctuations would- be smoothed out as 
a result of the Central Bank’s operations. Its true financial 
wisdom wo-qld enable it. .to stand prepared ..for unforeseen, ' 

. the Half-yearly Report of the Imperial Bank ending December 31, 

1929, publiahed in the Enifiihmoni February 3, 1930.- ■ ■ 
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abnormal and unexpected contingencies, though they may be 
purely non-Indian in origin and character. With the succem- 
lul financing of the Treasury’s requirements by the policy of 
Ways and Means Advances one reason for unduly pushing 
the banl? rate to a high level would be removed. With an 
elastic note-issue the seasonal requirements can easily be 
satisfied at a steady level of the bank rate. Changes in inter- 
national finance w’ould undoubtedly have a repurcussion on 
the Indian money market. The best way to meet such ab- 
normal contingencies is to provide the shock-absorber — the 
Central Bank. 

Lacking absolute autonomy and devoid of sufficient re- 
sources the Imperial Bank could not withstand any of these 
extraordinary shocks. .Neither the internal situation nor 
iho complications arising out of international financial 
stringency could be satisfactorily handled by the Imperial 
Bank. Often when trade demand was acute the cash 
balances used to reach a low figure of thirteen per cent,*® 
The issuing of emergency currency at such times against 
ad hoc securities or the transfer of the Home Cash Balances to 
ihe Indian counterpart by placing sterling securities in the 
P. C. Reserve and issuing P. C. notes against the same, thus 
augmenting the Government cash balances in the hands of 
^he Imperial Bank or the manufacturing of bills to secure their 
rediscounting at the Controller’s hands was often resorted to 
■on several occasions. These medieval methods of finance have 
to be scrapped as early as possible. It js high time that the 
seasonal emergency or cyclical or secular and abnormal needs 
are properly looked after. All Central Banks are now armed 
with the privilege of note-issue and their purposeful credit 
policy even in normal times is so directed as to enable them to 
t^de over the cyclical period with the least possible* distur- 
bance. Seasonal needs can be adequately provided for by 

The Iow£>t record to which ih* cash reserve prt 5 >ortion of the Imperial 
B»tA h»s ever fallen was 9 percent. 
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anoro expansion of book-orcdita, f.c., deposits, and notes and 
310 penalty bank rate is over inflicted on . the businessmen. 
The proportional system of noto-issue ■wbicb is backed by com- 
aneroial paper, can duly empower the Central Bank to meet 
the needs of seasonal as well as cyclical emergencies. But 
jio modern banking sj’stem is being so managed at present as 
to secure the seculnr stability and stablise prices in the long 
period. In an abnormal contingency as war, all the tliree 
•expedients of loans, external as well as internal, the screwing 
up of the rate of taxation and the resort to note-issue would 
be inevitable. The more costly the modern war is the more 
-effective must bo the three methods of war-finance. 

■ Diffioxjlties of Open Market Oterations. 

It would bo mere folly to minimise the real dangers which 
the Central Bank would have to experience in the early days 
•of its existence. The financial good that it can hope to render 
would not bo very prominent from the very beginning. The 
immediate changes that it would bring about m\ist be studied. 
Tt would necessitate the transfer of note-issue powers at 
^present exorcised by the Government of -India.. 

Secondly, it would involve a cataclysmic change so far ns 
urediscounting of hundies or '* manufactured ” bills by the 
•Controller is^ concerned. The rates charged for -this redis- 
■coimting have varied from six to eight per cent. To substitute 
maerely for this purpose a Central Bank would be unnecessary 
.■for oftentimes there had been no such rediscounting at the 
'Controller’s hands even at -the time of the busy season. 
Daring the present season (February, 1930) there has been no 
•creation of this emergency currency thus. far. : Money rates 
•are easy and though up-country demand might’ be felt sooner 
(February, 1930) or later it is quite likely that .this demand 
would not be made by the Imperial Bank. 

Thirdly, the lack of a discount market and the absence 
-of bill habit need not be commented upon. -But unless a 
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Central Bank helps this process ot perfecting the short-tcr 
money market, tlio development of the same would never take 
place within a reasonably short time. 

Ncxtly, the demand for loans in an agricultural country 
would bo inelastic and discount rates can never hope to exer- 
cise offectivo control over the situation. As at present the 
bank rate of the Central Bank would bo a mere symbol devoid 
of any real significance. For some time to come that would 
bo its fate.i'’’ 

Another reason pointed out elsewhere is the op])03ition 
of the Exchange Banlcs who would not curtail their dopondonco 
on the London ^loncy Market cither for redi.scmmting their 
bills or for investing their liquid resources in the short-term 
money market of London. 

Still another dominating factor delimiting tlie mvfulaess 
of the Central Bank should bo stated. Even in the advanced 
countries it is now being realised that immediate stabilisation 
of prices or business would not be {orthcoming out of a judicious 
use of the bank rate or open market operations. Considering 
the " agricultural lag ” fluctuating or clianging price-levels 
would have more pronounced effect on the farmers than on the 
industrialists. However much the need for benefiting the 
farmer by means of a stable price-level might be felt still in. 
actual practice it cannot he realised without other helpful 
factors co-operating with the Central Bank in improving the 
situation.^’ The new gold standard itself is the best regulator 
of prices and any conscious stabilising of internal prices would 
mean continuous rigging of exchange up and down with re- 
ference to movements of world prices. As the different coun- 
tries of the whole world have rejected the policy of stabilisation 

the Section on the Tulufe of the Foreign Exchange Bants Part of 
my written evidence before the Central Banting Cnquirj Committee. 

17 -fjj* success of the .o;:cn maricet operations of the F. R. Board is mucK 
etaggerated and the helpful factorswh'chpulledinthesame direction are forgotten. 

See Lawrence, “ The Stabilisation of Prices,* p. 472. 
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prices by adopting a managed cuirericy and have returned 
-to the new gold standard the objective aim of tliis • country 
'Bhould be to return to this new gold standard and consider 
-it as a good enough measure for regulating prices. , . . 

; If these are the real objections to the successful working 
-of a Central Bank it can be pointed out that the main reasonB 
why a Central Banlt would be necessary in this country can be 
■stated, under three broad headings. 

'Firstly, the monopoly of the foreign exchange banks has 
io be broken down by helping the competing local exchange 
'banks’. 

" Secondly, it -would provcjit a recurronco of the 1913 — 
'■i916 banking ctims. This prosperity crisis was duo to capital 
Being lent through banking channels for industrial purposes. 
When the knock came they found themselves in a peculiar 
«ituation and no one was willing to help themi Their inevit- 
able collapse brought down a number of batiks. The presence 
of a responsible leader rendering discriminating help could 
have saved some of the solvent banks. No worthy lend was 
•given by the Presidency Bank of Bengal even though the 
-Government was -willing to grant aid. The lessons of this 
•crisis unfortunately were lost and no tangible good, immediate 
•or deferred, resulted out of this crisis. No amalgamations, 
aio purification process, no reconstruction schemes such as those 
which followed the Australian Crisis of 1891 to 1893 have 
resulted. 

Thirdly, an orthodox Central Bank whose functional 
"Simplicity might be rigidly adhered to would facilitate and 
■improve the remittance business of the Government, provide 
■the. rediscount facilities for the commercial hanks, manege 
"the currency and credit system of the country and perform 
'Government business on strictly intelligent principles. The 
most important innovation would he the rediscounting of 
Bundies by the joint-stock banks which is now considered as 
« weak sign and not resorted to by them. 
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Th5a trould enable the apread of the banking not far and 
wide. It would incroflfic the scope of the Central Banker to 
oxerciRo bis power over the entire banking field, Tlio slow 
liopularining of the credit iastrumenta, the encouragement of 
the dopc^it habit, the training of men fit to run banking 
iastittJtiom? and the efficient handling of the banking syetem 
during the times of a crisis would bo some of the immediate 
beneficial advantages arising out of a Central Bank of Issue, 
But to secure even these simple benefits it has to fight against 
tremendous odds the most prominent of which are popular 
apathy and ignorance and the jealousy of the foreign exchange 
banks. But if it ptwsues a bold, active, forceful and energetic 
policy there is no reason to doubt that it will eventually occupy 
its rightful place in the Indian money market os the corner 
stone of its ourrenoy and credit system. 
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A BAinCER’S REGISTER* 


Nothing is so nnfortunato as tho lack of a suitable defi- 
siition of the word "bank” and “banker” in this country. 
Neither the Indian Stamp Act (Sec. 20) nor the Bankers' Book 
Evidence Act (Sec, 2'2), nor the Negotiable Instruments Act, 
nor the Indian Companies’ Act (Secs. 4, 136, 259) have 
attempted to fix tho precise meaning that can he attached to 
banlcing. They attempt to interpret the rrord “Bank” in the 
sense of Banking. It is indeed as vague as the classical de- 
finition of Prof. Walker who defined money as follows;' “Money 
is what money does.” If the law fails to be very informing in 
■this respect, the same lack of precision, is attached to the use 
•of the word “banker” in the ordinary nomenclature of "tho 
man in the street”. He generally understands the word 
“BarLker”as a dealer in monetary credits. Even a mere 
interest-grabbing money lender who generally depends solely 
-on his own largo capital resources is often referred to as a 
banker. He does not shrink from exploiting the public by 
designating himself as a banircr. Understood in its real sense 
and in the way in which it is often understood in tho Western 
countries a bank must deal with other's money and receive . 
■deposits as a matter of ordinary business.- Interpreted in ibis 
manner all indigenous bankers who -refuse to deal with-, 
deposit • business, itinerant money -lenders, ' and partcneirship 
money Jondirig firms would have to ho excluded from the 
category of bankers, for they seldom conduct business on lines 
of modern banlcing 'which includes' deposit-attracting 'and 
Iho payment of tho same by moans of cheques. . ' ' ' ' , 

< * Published for tKe fim lime -iti 'the Indian Ir.^xice tmJ Finance Rciittu) 

and reproduced in the Monthly Notes of , the C. B, of India, Augiffi, 1931. 
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Tki*? {inomh!y hw! <o !*o tritbo»t a csr^fyl 

definition oi tht? wori! "fimk" i( '5^■^tdd 5>e dilfiesd? f/j 

tho Rtr.n^r.ft monev.lentlt-rff. snd 

fiiinple. Af-ain, thr’ 5 ir<)!<'‘linn*'Xt»>nde*} hytlji' 1, AetrantiOt 
\io f^-onred th« trord "{'inter’' h fJesrlj* d^fmed. 

Tlte granting ot r-r-rtsin jirivilenf's to I>sr5l5< and !'irittr,« lo 
{acihlite the fnjcc’^'iful jv'rffvrjr>r»!}''<' of tJnnr qiiw^puMic 
do* jw einunt Ivr- caft-fnl!y don'r withont on GiJt''’)usU* definUfon, 


The oomjsih'np ttf n of lir.fita »nd l>s^tcr^ i", %hi' 

onU* sMn co’.ir«<j that entt Ik* <vdos*to<5 onder tfje 
sfawot. Till,' meaning of thetrord '’lank” ond *' hsnktng " 
can {« MndorijtooiJ in tint \^'<>itern fienn'. Thoro at-hn rt'OoSvf 
dcpcrtitii of money cither on current ncconntj? or on fi.i'cd 
licp&dl ncconnUi subject to payment Jiyclicquc nnd the lending 
of money Blionid bo ntylwl **b.inks** or "{linkers'*. All thm* can 
bo rcpSidcretl su? banlor or bankers. In an age, ■ndien cv<ry 
profruiion baa thia rcp.ntration busines.-' done rafisfactorily. the 
baakora cannot hope to place any real ob'taclr to the carrying 
out of tlu« fiuggestion. Keen the alorr-raovlng Indian jmblic 
havo Iwcomo familiar with tlic Jmaincs^ of registration of pro- 
{c“aiona auch m) doators, lamycrs and other learned professions. 
An independent bo<ly should Iw set up to prepare this register 
for admitting and rejecting applicants, ahtnys l>earlng in mind 
tfio above-mentioned business of banking and tfje cirenm- 
atanccs of the business of tlic apphc.ants. The genornl public 
would have to understand that Hie registration of banl:a and 
bankers is no certification or guaranteeing the probity and 
business capacity of the regi.stercd banfeors. Tliis seem/! lo bo 
tho only common~scmo solution sviiicli can bo adopted in (his 
country. Spocialising banking institutions would necessarilj* 
be included in the register. These can lie kept separated from 
the cheq^uo-paying or commercial lianks. The title of qnaai- 
banks can bo adopted to include tho co-operativo and other 
kinds of Bpecialisod banking institutions. Tho Burma 
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Banking Enquiry CJonunittee* points out the adoption of this 
plan as early as possible. As a matter of fact it was Sir John 
Paget who initiated the above proposal in England and it was 
heartily endorsed by the leading banlrers, such as the late 
Dr. Walter Le^. A bill was drafted to bring about this 
register but' it was not passed (see Sir John Paget — Law of 
Banking, p. 3). 

Registration involves certain duties, the successful exe- 
cution of .which would entitle the bank or the bankers to obtain 
certain coveted privileges. Some of the duties would neces- 
sarily bo the publication of statements, returns and accounts 
and the due auditing of the same by professional accountants. 
Some registered bankers or banking institutions should be 
granted facilities mentioned in the Indian Stamp Act, the 
Bankers’ Book Evidence Act and the Negotiable Instruments 
Act. Facilities in discounting hundies and in remittance 
operation can also be granted to the registered banks by the 
Central Reserve Bank, if it were to be started. Membership 
to the clearing houses can also be thrown open. The local 
gazettes can bo used by the tribimal for registration and dis- 
registration of the banks and baiiking companies. Annual 
publications of the registered list can be sent out to all 
without prejudice either to those whose names have been un- 
fortimately omitted by oversight or mating the Government 
liable, in case of failure, to deliver the list to the bankers. All 
foreign banking companies, which conform to the above defi- 
nition of banking, can be registered by, the tribimal as banking 
companies subject to the same obligations and restrictions 
as their Indian comfreres are put to. Existing persons or 
companies recognised as banks and protected by the N. I. 
Act should not be deprived of the right of registration. This 
simple and clear procedure would eliminate the present 
misunderstanding of the meaning of the words “ bank ” and 
“banker.” Those who do the business of a banking' as an 


,* See pages 295-297 of its Report. 
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ancillary business should Ik* cxcludcei from the register, solely 
on the ground t}iat the averaging ot rishs ■U’hich is the main 
function of sound banking irf eolel 5 ' neglected by them. 
Many of the private banks and private loan companies ■which 
ijudoriako ultra-banking operations would likewise become 
eliminated. For in.stancc, in Bombay, there are alraut 13 
private companies registered as limited banks. There are 
several unregistered financial concerns conducting banking, 
along 'with such transactions as those of capitah’sts, financiers, 
concessionaries, and merchants, contractors, traders, and 
speculators. The door should be closed to such people as W 
as to the money-lenders, pure and simple, although they might 
be undertaking to keep fixed deposits to a small extent. 
Money-lending -cum-banlcing firms which undertake the keeping 
of current acconnta and fixed deposits and agree to honour 
the cheques of their customers would, of course, be included- 
in the Register. 

The complexities of modern bu-siness generally get heighten- 
ed if the term banker is not defined. Equally vexatious 
consequences result out of the present-day inability to define- 
the word “customer”. The older and narrower view prevalent 
in England was 'to coivsider anyone a customer if ho had the 
recognisable habit of dealing in the nature of regular banking 
business. (Sec the decision in the case of the Great Western, 
Railwayus. London and County Bank— -1901). Astray and 
sporadic or isolated transaction -with a bank does not entitle 
the party to be styled a customer. The -wider and the latter- 
day opinion* is to discard the question of duration altogether- 
as the essence of the customer’s relation. The mere payment 
of a single cheque for collection entitles one to be styled a 
customer of a Bank._ At present neither of the vie-ws are 

, * See tlie dedsion in Ladbtcol CJ. Todd— (1914). See alto the Privy 
eowidl’s-ftilingin the-C6mrti’t,to55T-of-Taial!oT- oi. English, ScoUish and 
Australian Bank (1920). 
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ailheredto and the opinion is fast gaining ground that a custom- 
er is one to ^vhomtho Bank delivers a choq^ue book and the 
moment the delivery takes place the relationship of customer 
arises between the Bank and the indmdual opening the 
account. Understood in ' this sense a customer is one who 
has entered into a contract with the Bank which undertakes 
to honour his cheques and 'to credit his account with the-. 
value of the .cheques payable to him and handed over to the 
banker for collection. This is the best acceptable definition 
for, the purpose of the Negotiable Instruments Act. 

Such clear cut notions are necessary to let the public know 
who are the real bankers, and the bankers themselves ought, to 
know what their duties are and what privileges are conferred 
on them. Finally they ought to know who their customers are 
and their duties and responsibilities to them.^ 

is a matter of gratification to note that Mr. V Ramadass Pantulu 
elaborates these conceptions clearly in Kis minute of dissent. The Register 
should not be a “ mere writ of restraints '* hut a “ Magna Garta.'.f their rights 
and privileges.” 


198 


BAKES Am) THE MOKEr MAEEET 


APPENDIX V 

*THE EXTENSION OF THE CO-OPEEATIVE CREDIT 

MOVEMENT,! 

While criticising eSectively the suggestion of the extension 
■of the present-day type of the co-operativo societies, attention 
has been drawn towards the necessity of making them realise 
iiho true and right spirit of the co-operative movement.? 
^Rpcal seE-help, mutual trust, neighbourly help and corporate 
a'esponsibility, which are the fundamental features of true 
•co-operation, should pervade all actions from the procuring of 
•credit down to the smallest line of economic activity of our 
people. The number and the variety of lines of co-operative 
.activity in the field of associated human action should increase 
And the co-operative credit movement itseE should be based 
•on scientific lines so as to masimise the benefit and minimise 
■the human efiorts needed to secure these advantages and 
■enable them to enjoy an honourable living. 

Times without number, I have pointed out the dis- 
-advontages of the lack of specialisation in the domain of credit. 
But the suggestion for a joint working of the short-term and 
dong-term loans on the part of the present-day co-operative 
•credit societies, t.c., the Central Banks, is advocated afresh.® 
-Befercnee to existing conditions is pointed out as a justifica- 
tion for the recommendation. The example of " mixed 
banking ” of Glermany and the theoretical possibility of 
-segregating the two lines into two distinct departments is also 
•often quoted in support of this line of reasoning. Although 

! Published in tbe‘/rJian /roaronce onl Finance Reciaa. 

® See tny “Present-Day BanUns in India ” Chapter on Co-operative Banks. 

• Most of the Banking Committees of the Provinces with the exception of the 
BcngalBanking Enquiry Committee havenot wisely approved of this line of reason- 
nng. It is indeed a few theorists, who wish to gain prominence for themselves 
^hal advocate this idea for the reasons mentioned in the text. 
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these pros are weighty ones yet there are indeed many cons- 
which have to be studied before this suggestion can be- 
acclaimed as a useful one. Whatever might be the compel- 
ling necessity to grant long-term loans for maldng productive- 
improvements on land or for redeeming mortgages such an- 
unwise combination of two different lines of credit in one and 
the same hand is bad, illogical, and dangerous. That two- 
redoubtedly pernicious tendencies have resulted out of this, 
attempt to dole out the two-fold lines of credit by one and> 
the same institution has to be imderstood in this connection, 
Firstly, the tendency to demand long-term loans even for 
genuine short-term purposes has crept in.^ The prevailing 
illiteracy is such that the right use of credit at the right moment 
to the 7'ig7it limit is not understood by the people. Secondly,, 
the co-operative short-term credit is based purely on personal 
security and when once the mortgage of material security or 
assets is tolerated for securing long-term loans, the personal 
element would be lost or sacrificed to the mortgaged properly 
or security.® Under a distinct land-mortgage credit based 
on co-operative lines such principles would not be forgotten 
and the moral value of the co-operative movement not be lost.. 

An examination of the latest aimuol reports of the 
Co-operative movement in the different presidencies reveala 
the progress of the movement in the field of credit as well as. 
non-credit activity. So far as credit activity is concerned 
the system of voluntary deposits and savings deposits has. 
been working satisfactorily in Bombay, The use of Home- 

^ See the recent Report of the Calvert Committee bn Co-operation in Burma. 
It advocates entire separation of the two features of credit, viz., long-term and 
short-term credit. 

® Mortgage credit cannot be easily dispensed with. The title to land, its free- 
dom from encumbrances, its exact value, its net income, and such other aspects have 
to be ascertained and this is no easy task. The financial equipment needed to lend 
on mortgage business can scarcely be possessed by the present-day short-term 
co-operative banks. 
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Safes, the attracting of long-term deposits and other Idnds of 
‘jlying ’ deposits are some of the salient features of. the co- 
operative movement of Madras. The entire dependence on 
fixed deposits forms the peculiarity of the co-operative move- 
ment in Bengal. Village societies of unlimited liability Tvith 
a share basis and dividends have done much to stabilise the 
financial condition of the co-operative society. A more prompt 
payment of the loans is being enforced than before.® Delay 
in the making of loans is also being eliminated. An efiort is 
being made to extend the current of co-operative activity in 
the direction of non-credit activities of the people and Bengal 
is once again in the forefront of economic activity and mnch 
progress has been recorded in this direction in the field of 
milk distribution, the prevention of malaria in villages, and 
the settlement of middle class families on land. Most of the 
primary societies do not fall under the category of “hopeless.” 
The number of “ average ” and the “ good ” or “ model ” 
societies is on the increase everywhere while those that are 
usually classed as “ bad” societies are on the decrease. There 
is, however, room for considerable progress in this dfrectiCto. 

The financing hanks of the village co-operative societies 
known as the Central Banks ate tending to provide the needed 
capital and have often in the past interfered too much with the 
administrative details of the primary societies. Their anxiety 
to secure the safe return of their capital literally forced them 
to divide this authoritative task of inspection with the Goveme 
inent officials, the Union and other bodies of the primary- 
societies. In most cases it has tended to stifle the genius and 
the true spirit of co-operation and has made the primary units 
mere branches of the financing banks. The banking nnions 


® Tiie recent Cilvert Committee e-tplains the failure of the Co-operative Credit 
movement of Burma as due to the unpuncluality in the matter cf repayment of loans. 
The Government had to literally sustain a loss of about 30 laUis of R-upces for re- 
surrecting the co-operadve movement in Burira. 
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or tho supervising unions or the guaranteeing unions'^ have 
all been initiated; in the different provinces to remove this 
danger and to run the primary societies on proper lines. 

The Central Banlts besides providing the capital tend to 
act as the balancing mechanism of the funds of tho primary 
societies. Highly valuable as the ceaseless training ground® 
for the village societies’ directors in the field of finance they 
are destined to play an important part in fusing an organic 
touch between the primary societies and the wider money 
market of the country. In addition to this they can initiate 
new lines of co-operative activity on behalf of tho member 
societies, supervise and contiml their activities by their eternal 
vigilance although the Government auditing and inspecting 
staff or the honorary workers of the supervising Federation 
are supposed to be doing the same. Provided with more fluid 
resources the Central Banks can easily finance the short-term 
requirements of the primary societies.® . 

To complete the financial machinery the Apex -Provincial 
Co-operative Bank has been created to act for the Central 
Banks much in the same way as the Central Banks do for the- 
primary societies. But a close nexus has not been established 

r The recent Calvert Committee recognises the danger of regulating the'super- 
vlsion of the primary credit societies. The credit trustworthiness of themembers 
cannot be properly guaranteed by the Gauranteed Unions. As they have never- 
supervised the primary societies it has recommended their entire abolition. The 
inspecting staff, when properly trained, should inspect and act as sympathetic guides 
and teachers to the societies. The Punjab mcdel is upheld as worthy of imitation. 

® It can be stated that businesslike dealings exist here alone. Thcpaidsecre- 
tarles, the careful manner of handling cash resources, the exacting of securities from 
officers handling the hanks’ cash are instances of wise and efficient, management 
and the primary sodety can Icam this aspect much to its advantage. 

0 Dependence on the overdrafts of the Imperial Bank of India for iheforina-' 
tion of the fluid resources is bad and ought not to be freely indulged in. This 
feature has lobe removed at the earliest stage. ' It is not financial prudence to count' 
on the unstable funds as part of their fluid resources. The present practice -of' 
counting upon the Imperial Banlcforsupplylng 75 per cent, of the fluid resourcesls 
bad. Its overdraft ought not to he higher than" 25 per cent, of the total fltud 
, resources. 
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as yot between the organjecd xtrovjncinl co-opeTivtive finance 
•and the short-term money market, IDgh money rates might 
bo prevailing in the short-term money market, but the surplus 
•deposits of the financially strong Provincial Apex Co-opera- 
tive Banlc oven, arc not transferred to mitigate the tightness. 
Investing in Government securities instead of depositing in 
Commercial Banka*® or lending the surplus to other Apex P- 
C, Banks is the prcaont-day feature. If there is paucity of 
iunds it is strongthcnccl by funds secured from Imperial Bonk 
■whioh grants cash credits. The other joint-stock Banks also 
•ore now discounting the co-operotivo paper rather freely. 

The starting of a Central Bank of Issue with regional 
branches would simplify this matter. Co-operative surplus 
money can be made available to trade and commerce and vice, 
versa. Flaidit3’ of capital which is not at present secured by 
Bolding excessive Government investments can bo secured 
-out of this arrangement. The main duty of the Central 
Beservo Banlr, then, is to link and co-ordinate the co-operative 
nhoTt-term rural finance with the short-term money markets 
of the different financial centres. The starting of an .AU-lndia 
■Co-operative Apex Bank might tend to defeat this laudable 
•endeavour. It might tend to perpetuate the present aloofness 
•of Co-operative finance from the general financial machinery 
-of the country or increase another unnecessary link in the chain 
of the financial intermediaries. An alliance with the outside 
financial sources is absolutely indispensable for the co-opera- 
tive movement at its present stage. 

*® In Bengal thereis the useful practiccof lending these deposits to trade and 
commerce and investing in Government securities. As the deposits increase at the 
<lme when there is monetary stringency in the marhel they can be placed safely as 
short-tenn deposits in the commerdal banlo. This method of treating superfluous 
■money is better than lending to building societies and other forms of co-operative 
societies needing long-term loans to finance their activities. The best remedy for 
surplus co-operative funds is to stimulate agricultural activity by granting liberal 
loans to district Central Banhs and help the process of orderly marketing on the 
.part of the agriculturists. 
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Now that tho co-operatiVe land mortgage banks have- 
become an accomplished fact tho retrograde measure of fusing, 
short-term finance with long-term finance should not be- 
encouraged or recommended as a safe measure by the Indian. 
Central Banldng Enquiry Committee. As it is possible that, 
tenants possessing no mortgageable rights in land they c'ulti- 
.vate require capital for long-term pxirposes, the co-operativ©^ 
land mortgage banks for these can be started on the material 
securities they might hold, and os these would generally bo of 
limited liabibty character for the same member cannot hope tn 
be a member of two unlimited co-operative credit societies, 
the -guarantee or scciuity of another member not indebted 
beyond his means can bo taken as tho basis for tho loan to bo 
granted to tho principal borrower from this type of the co- 
operative land mortgage banlcs. The co-operative land mortgage- 
banlm intended for landlords can indeed bo of any use only 
when these tend to cultivate the land themselves. Even the 
societies of these owner-cultivators can bo materially helped 
by the initiation of Registration of title to land as in the case- 
of the Torron’s title existing in the country of Australia'. 
With a further simplification of the legal formalities in'voived 
in the transfer of immovable property the possibility of con- 
ducting these land mortgage banks without a hitch can bo 
easily realised. In the early days when the investment habit 
has not been created tho declaration of the land mortgage- 
bonds floated by the federated land mortgage banks as a. 
trustee security and perhaps the State , guaranteeing of 
interest and principal would also be of signal advantage. The- 
matter of repayment spread over a long period as 20 to 25 
years, and equal instalments being paid along with interest 
annually, and half or 1 per cent, more for the formation of ,a. 
-Sinking Fund which might be reinvested within the movement,, 
would facilitate the membof-borrower’s loans from the primary 

^ PampWets explaining the procedure of securing n loan and the way in rvhich. 
the Apex P . L. Mortgage Bank would w-orh would simplify matters. , ' 
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eooioty. ThCBO would coBootivcly to rosponaiblc for tbe loan 
amount to the District Oontml Land Mortgage Banlc and this 
would in turn bo rcaponsiblo to the Provincial Apox Land 
Mortgage Bank which has to work in co-operation with the 
existing shoTt-term oo-oporativo machinery, the agricultural 
and the industrial departments of the State. 

With an all-round improvement in educational environ 
mont and the social surroundings of the village, the success 
of the movement would bo facilitated and just as the short- 
term co-operative machinery has been initiated, protected, 
controlled and financed, at least in the early stages, and 
wliich still continues in a modified degree to the present 
day in some of the provinces, the state-aid has to facilitate 
tliis movement, for without the repaying of the present 
oppressive long-term indebtedness and the securing of further 
capital for financing the needed long-term improvement on 
land which can afford to yield their revenue only in driblets 
spread over a long period, no lasting benefit can accrue out of 
the short-term co-operative financing machinery alone. If 
the muoh-talked-of routing of the mahajan or sotvear is to bo 
an accomplished fact, both these societies should pool their 
resources, activities, organising capacities and solve the in- 
debtedness problem of the ryot. 

If the non-official bodies existing for propaganda work, 
consolidation business and extension of the current of co- 
V operative activity into other lines are working in oonjnnction 
with the official machinery whoso business is to cautiously 
relax its grip in proportion to the real activity, enthusiasm 

V^ThiswouUtclptlieeasyflowoi funds fromthesliort-term to the long-term 
credit institutions as the exigencies of the situation demand such transfer. Again 
it would enable the L. M. Bank to know the uses to which the borrowed money has 
Bean put to. It would be preferable for the L.. M. Bank to make the disbursement 
Uself on behalf of the borrower instead of lending the sum to the borrower direct. 
This would ensure the tight use of credit and the main object of the co-operative 
movement is to tee that the borrowed money is put to the right use. 
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and encouragement of the non-official workers, the success 
-of the moyemeht is certain, and rural regeneration would 
■become an accomplished fact only then. 

Lessor officialism, more competent non-officialism, more 
propaganda work, more activity in the non-credit sides of co- 
operative agricultural activities, more permanent capital 
attracted as deposits, spread of liigher banking knowledge 
imparting financial sldll, and the necessity for prompt repay-- 
ment, the formation of a greater reserve fund, lesser display 
■of the profit-hunting tendency to secure dividends and com- 
mercialised co-operation, greater real honesty, and more sincere 
•earnestness would enable these people to tackle the many- 
sided problems facing them in actual life. 

This is how the Hadospur Co-operative Credit Society 
has been able to metamorphose village life within a short 
period of twenty years. The success of the society is un- 
doubtedly duo to the realisation of the cardinal fact that ade- 
■quate and prompt finance would be useless without proper 
and productive use of the same under direct supervision, 
intelligent initiative, and prolonged guidance of sjun- 
pathetic and trained non-officials or honorary organisers, who 
realise and possess high sense of civic conscience. The popu- ' 
larising of the credit instruments such as cheques and biUs 
would solve the currency problem to a great extent. 

To-day, India is a country of small farmers, often illiterate, 
self-contained routine men with almost a proverbial feeling of 
jealousy towards one another (a characteristic failing of the 
agriculturists aU the world over). A policy of co-operation 
nmongst such men is particularly difficult to achieve. But 
■time and education alone would prove their .. saviours and 
regulate their pace and activity in the right directions so that 
the future citizens of - India might be born, bred and brought 
np in co-operative institutions alone. 
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APPENDIX VI. 

THE FUTURE OUTLOOK OF THE INDIAN JOINT- 
STOCK BANKS « 

I 

Tho future can be built on tlic r»r<*st'ut winch in but the 
rosiAt of tho past. Considering Iho present position of tho 
IndiaiTlToint-Stock Ban1:a' any serious study would di.scloso 
that tho following aro thoir predominant features. Lower 
diTidenAs than in tho inimcAate past or fairly oven rates of 
dividends ns in tho past, decreasing working capital when 
understood in correlation with the increased pricc-lovol, lock 
of confidence on the part of the public, sheer inability to 
secure any prompt financial aid and over-investment in the 
gilt-edged securities duo to lack of a fluid market for short- 
term investments are some of the salient features of the present- 
day Indian Joint-Stock Banks. Tho pathological point of 
view hag strong fascination for mo. As in Uathow Arnold’s 
famous lines, I wish I were able to diagnose the evils of the 
banking system. 

Ho took tho BufFering human race. 

He road each wound, each weakness cleat 
And struck his finger on the place 

And said, '‘Thou ailest hero and there.” 

But the inadequacy of statistical material precludes any- 
one from playing tho part of a banking jjathologist. Its 
being scattered or diffused in more places than one irritates 
any worker in. the field. Tho Statistical Tables relating to 
the Banks, tho Beport of the Begistrar oi the Joint-Stock 
Companies, the Beport of tho working of the Co-operative 

* This was pan of the wnltcn evidence submitted to the C, B. Eaquirj- Com- 
ciiltee. It was first published in the Colcalia Rericto, May, 1930. 

VTherc are 133 Indian Joint-Stock Bants with about 421 branches in all. 
Kfde Statistical Tables relating to Banks in lndia.!.1928. 
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movement, the Trade Journal and the ureehly information 
issued by the Controller of Currency -would have to be ran- 
sacked for what little that can be gained by these enigmatic 
reports. The Imperial Bank always follows the policy of, 
" never explain, never regret, and never apologise ” and no 
Annual Report portraying the financial state of the country 
is issued. There is no Banker’s Journal displaying the com- 
bined figures of their working. In the absence of such 
information one has to literally grope in the dark to feel his 
way in the matter of our banking operations and their 
significance on the different aspects of our economic life. The 
method of analysis cannot therefore be applied, for details of 
Bank organisation, methods and practices are shrouded in 
mystery. 

In spite of the nominally increasing growth of the work- 
ing capital of the Indian Joint-Stock Banks as denoted by the 
Statistical Tables* relating to Banks in India their present 
position is really deplorable. Compared -with the contem- 
porary foreign banking institutions their record is indeed a 

* The following tables illustrate my remark — 


TABLE I. 

(In Crores of Rapees) 


Year 

1913 

1918 

1923 

1924 

1925 

1926 

Capital and Reserfe 

4 

7 

II 

12 

12 

12 

Deposits 

24 

42 

48 

55 

58 

63 

Total . « 

28 

49 

59 

67 

70 

75 


(See the Statistical Tables relating to Banks in India.) 

- If these figures are correlated withlheprescntprice-level we 'do not find an 
increase in the capital. Unless this is done we would become the victims of ' ‘ money 
illusion ” as Prof. Fisher would put it. 


Year 

1913 

1918 

1923 

1924 

1925 

General Index of price level . . 

100 

157 

157 

158 

- 159 

Working Capital 
(in crores of Rs.) 

24 

49 

59 

67 

70 

Working Capital correlated 
to pre-war level of prices 

24 

31 

38 

42 

38 


The above tables do not take into account the smaller banks and loan com- 
panies^ which are conducting banking business to a large extent. The resources 
of the indigenous bankers are also excluded. , . 
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depressing one. As adequate batddng statistics -which cover 
the entire field are conspicuous by their absence I refraia 
from making any appeal to any statistical dovico to show how 
our system is progressing -u'hen compared with others. The 
stationary and sometimes declining di-vddonds speak elo- 
quently of the struggles of the Indian Joint-Stock Banks. 
Their low cash reserve as against their demand obligations 
fails to inspire the necessary confidence in the minds of the 
depositors.® Unorganised, unaided and subject to the 
malicious propaganda or barbed darts and vile credit-'wreck- 
ing tactics of their enemies, the Indian Joint-Stock Banks are 
“ muddling through somehow If timely action is not taken 
the unfailing and inexorable law of the survival of the fittest 
would soon eliminate quite a largo number of these tottering, 
institutions. 

"With no banking legislation, no official supervision, no- 
fluid market for short-time investments which consequently 
leads to an over-investment in gilt-edged securities, no co- 
ordinated policy of the different joint banks, no centralised 
banking in the way of the rate of interest and no check against 
the frequent happening of swindles by directors or officers of 
banks the Indian Joint-Stock Banks have been unable to- 
sbow remarkable progress. Though some of the Indian Joint- 
Stock Banks are not incapable of holding large monetary 
resources yet the logical consequences of the above circum- 
stances are bank 'failures now and then. Now that re- 
organisation andradical reform of banking are under contem- 
plation tbe broad lines of reform may be indicated briefly. 

A unified banking system with an independent Central Bank 
of Issue acting as a regulatory authority in a oarefuBy develop- 
ed discount market and creating elastic currency to satisfy 
the needs of business must he the sole objective of our hank- 
ing reform. A complete rationalisation of our banking; 

® Since llie sale of Government seciiritiea in the market in 1917 there, 
has been a drop in their value. 
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Joint-Stock Banks are analysed and a critical scrutiny and 
analysis of their statement leads to certain important conclu- 
sions as regards the planning of their immediate future. 

Oveh-ikvestiient. 

Like the Imperial Bank the majority of the Indian Joint- 
Stock Banks hold large blocks of Government securities.® 
Even these cannot be turned into ready cash. There are no 
open market operations on the part of the Imperial Bank to 
steady their price or defeat the bearish factors and tactics of 
the operators on the stock market. "Without reasonably stable 
or steady value attached to the Government securities, the 
banks are finding it difficult to maintain steady dividends. 
Secondly, as the deposit rat© they pay is high the interest 
secured from their investments does not generally give a 
broad margin over the deposit rate vrhich they agree to pay. 
Broadly speaking, banking profits depend on the difference 
at which they lend over the rate which they pay for their 
borrowings from the public. Thirdly, the Indian Joint-Stock 
Banks are therefore forgetting their social mission which is to 
aid commerce and industry. 

It is indeed true that the holding of Government securities 
or trustee secmities ought, generally speaking, to be considered 
as a healthy sign indicating the true financial strength of the 
Joint-Stock Banks. But unfortunately owing to the above 
set of circumstances described already the investment policy 
has been causing them grave anxiety. Again no commercial 
hank ought to congratulate itself on its possessing a higher 
amount of investments over^ and above their actual paid-up 
capital. It is hound to create grave trouble whenever it 
wishra to expand its business or open branches in the interior. 
Although full regard to liquidity has to he paid still this over- 
investment even in gilt-edged securities has to ho given up. 
The English Banks persistently sold their surplus percentage 

®See C. B. Enquiry Gjaimittee Report, p. 385. “A large proportion of 
resources is lociced np in gilt-edged securities as compared with bills.” 
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of -war-tinie investments immediately after the war. From 
£398‘6 millions in 1919, they came down to a low level of 
£290'6 mil. in 1927. The sum realised was utilised as advances 
to commercial borrowers.® Such a policy of pronounced re- 
duction in the matter of their investment would undoubtedly 
improve the situation. Even the Presidency Bank of Bombay 
suffered in a like manner on account of its excessive holding 
of the E. I. Company’s paper. Firstly it proposed to open a 
branch in Calcutta in 1841.’ As this was not allowed, it 
suggested the undertaking of foreign exchange business so 
as to find work for its huge capital. Considering the possi- 
bility of the Hon’ble the Court of Directors refusing this 
measure it placed the alternative of reducing its capital exactly 
to one- half and that the note-issue should similarly be cut 
down to one crore of rupees alone.® The Court of Directors 
refused to permit any of the measures and rmtil there was the 
cotton boom in 1860 there was not properly speaking any 
legitimate trade demand absorbing its huge paid-up capital 
which had to be locked up in the Company’s paper alone 
which paid four to five per cent, rate of interest.® 


COSIPETmON. 

Tailing leave of the discussion of excessive investment 
we must turn to the second reason which is repeated by the 

® See J. Sykes, The Present Position of the Englishjoint-Stoch Banks, p. 68. 

’ See my book " Organised Banking in the Days of John &)mpany ", pp. 487 
to 494. ‘ ■ . . ■ , 

®See tlje Report of the Directors of the Bank of Bombay submitted at a 
Special meeting of tbe Proprietors held on Thursday, the 2nd day of September, 
1852, 1 1 o'clocl: In the forenoon. These requests were not sanctioned by tbe 
Hon'ble tfie Court of Directors. See their Financial Letter to the Government 
of Bombay, Letter No. 1, of 1853,datedl9tblariuary 1853. Paras. 3 and 4 of this 
letter explain the reasons for their refusing to sanction this request. 

® See Resolution No. 19, Financial ' Letter from thc Coiirf of Directors to the 
Bombay Government, dated 26th July, 1843. v • • . • ; - 
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managers of the Indian Joint-Stock Banks. Since the late 
Mr. A. Bowie raised the cry of " uneconomic competition " 
■on the part of the Imperial Bank it has become fashionable 
in season and out of season to repeat the bogey of competition. 
If it were not the ImxMirial Bank of India, the Government of 
India and the existing Provincial Co-operative Banks and the 
District Central Co-operative Banks and the Exchange Banks 
^re looked upon as rivals tending to spirit away deposits 
which would naturally have flowed into their hands in the 
absence of any of these competing rivals.®a 

Much reliance cannot be placed on the supposed cut- 
throat or rmeconomic competition on the part of the Imperial 
Bank of India. It is the acknowledged policy of the Imperial 
Bank to consolidate its present position at the existing two 
hundred branches and not to open more branches in the mean- 
while. Competition with the indigenous joint-stock banlis 
is always deprecated so long as the latter are charging 
moderate rates of interest. It is the declared policy of the 
Imperial Bank to open a branch only where scope exists for 
two Banks. Even though a branch of Joint-Stock Bank might 
exist, the Imperial Bank would open a branch so as to extend 
banking facilities to the people of the locality. So long as the 
-dangers underlying branch banking are understood and 
every effort is made to eliminate them, this system of extend- 
ing branches by the Imperial Bank has to bo hailed as a wel- 
come measure. None the less there is a grain of truth lying 
hidden in these bla^hemous remarks of the Joint-Stock 
Banks. Unable to seenre interest-free Government deposits 
they have raised the cry of State-subsidised competition. The 
State, however, has to select a strong bank as its depositary 
for the Independent Treasury System has grave evils of its 
own. The system of nmsing weak banks by declaring them 
as Government depositary banks is no less an evil than the 


See Resolution No- 19, Financial Letter from the Court of Director* 
*0 the Bombay Government, dated 26th July, 1843, 
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•one of maintaining an Independent 3>easury System of its 
■oym. 

Although there might bo some amount of truth in the 
■above contention, still the grievance that the Co-operative 
Banks are efiective competitors as they tend to attract deposits 
by offering high interest rates is entirely a mistaken notion. 
As in modern Germany or France we do not find even our 
urban or the Provincial Co-operative Apex Banlcs conducting 
banking business on similar lines which the commercial banks 
adopt.^® In Germany the co-operative banks grant advances 
■on the well-known basis of the cash credit system and discount 
bills. Even in modern France the situation is the same. The 
Co-operative Banks created by the State initiative and financed 
to the extent of 60 mil. francs are acting as the ordinary joint- 
stock banks for the locality. Such competition hardly exists 
in any of the money centres of this country. It is true that 
the co-operative banks offer a high deposit rate. As I have 
stated elsewhere, they are “ complementary ” institutions.^^ 
Their sole aim is to play the humble t61e of “collecting banks.” 
They are “ feeders ” to the Joint-Stock Banks for it is their 
mission to endow small people with moderate capital and train 
them to banking habits and prepare them for business with 
more capitalist institutions to which they are likely to go as 
they become wealthy. Such being the cose there is no reason 
to take umbrage on account of their successful working. In 
the near future when trade financing is done by means of bills 
the trade paper endorsed by the co-operative banks would 
furnish ample opportunity for the safe investment of their 

Even though the Imperial Bank’s branch has been closed at Serajguni and 
the local Central Co-operative bank has been attempting to fill the void the question 
of opening current accounts, collecting cheques and' hills is not taken up and 
■sanction has to be obtained for this from the Registrar of ithe Co-operative Societies 
■for these purposes. 5ee Free Press Message the liicr/i/ of 12 th September, 1929. 
■dn some places; however, the co-operative ; banks ' are opening current • accounts, 
^purchasing drafts and selling remittance. . , . . . • • , ■ , 

^See my “Present-Day Banking in India.*' Chapter on ^-^operative Banks. 
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funds. Greater co-opcrution would thereby ensue between 
the Indian Joint-Stock Banlcs and the other kinds of banking 
institutions or bankers. Co-ordinated and not competitive 
banldng must be the ideal that ought to govern their opera- 
tions in the future. 


P. 0. Cash Certificates. 

The Government of India which has already incurred, 
their displeasure for depositing its funds in the Imperial 
Bank alone, has once again become a target of criticism. By 
virtue of increased interest rates which it has agreed to pay 
to the holders of the P. O. Cash Certificates from the Ist of 
August, 1929, it is feared that it would tend to divert the flow 
of deposits from the usual channels to the hands of the 
Government of India. That the Government would absorb the 
available savings is the specific grievance which has been set 
up by them. Even the Exchange Banks consider this efiect- 
ive competition on the part of the Government as one of the 
reasons for the slow growth of their deposits. The floating 
of Treasury Bills and the cnrrency contraction in the slack 
season, though ostensibly pursued with the object of prop- 
ping up exchange is disliked by thelmlian Joint-Stock Banks. 
The Treasury BDls are being floated at “ rates of interest 
which no bank even of modest means could think of giving- 
its depositors.”^^ This has been acting as a double-edged 
weapon. Firstly, it has tended to restrict the volume of their 
deposits. Secondly, it has tended to demoralise the tone of 
the stock market and the Government securities have naturally 


^ If we study the English Banldng system the average rate at which Treasury 
Bills sverc floated was £4-10s,-3d. hardly higher than the ratealwhichthe commer- 
dalisls svere ahle to secure the discounting of the hills by the Banhs which was 
£4-9s.-6d. This shosvs that the British Government in spite -of its increased 
indebtedness didnotpay very high rates forits short-term indebtedness. SeeSyia, 
Ihta., p. 91. 
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^suffered depreciation as a result of Unexpected sliifts in the 
matter of Treasury Bill sale policy.^® 


Exchange Banks. 

Repeated failures of the Indian Joint-Stock Banks have 
turned the people more to the Exchange Banks who have 
-already become unpopular for tlieir exclusive monopoly of 
Rnancing of foreign trade. Their deposits are increasing 
though they pay no high rate of interest. Being the victims 
■of unorganised banking the Indian people naturally prefer 
to place trust in the foreign Exchange Banlcs whose directors 
at least are to ascertain extent free from the taint of swindling 
bank resources and utilising them for selfish advantages of 
their own. The Exchange Banks have built up a tradition of 
trustworthy service and they usually have at their service a 
continuous succession of honourable and loyal men. They 
are gathering vitality as they go becoming not weaker with 
•age but stronger and more trustworthy in marked contrast 
with the few traitors of our Indian Bank management who 
have undermined the prestige of tbe other contemporary 
Indian Joint-Stock Banks and have contributed a good deal 
towards their stagnation and decay. The main excellences 
■of the Exchange Banks, namely, skill, trusteeship and scienti- 
fic method, must be copied by the Indian Joint-Stock Banks. 
The general faithfulness- of the Indian Joint-Stock Banks is 
not questioned by anybody but they must copy the best 
features of the Exchange Banks. It is banking education 
that can create these features. It is not- the men in- high 
places of power but also those who are stationed in every rank 
-and level of banking service who must realise their responsi- 
bility and be rvilling to do their best. . 


^ It is a matter of gratification to find that this opinion is fully endorsed by' 
the C. B, Enquiry Committee on p. 405. *’ The' T. Bills have not yet become an 
integral part of the money market at their proper value”. 
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Hard Times and Dephessed Trade. 

The prosperity of banlcs is purely a relative pIienomenOQ 
mainly depending on the prosperity of its customers. If 
depositors and bank customers suffer from a fall in the price of 
land which they bought at fabulous prices in the boom days of 
1921 or if dullness of trade were to provaD in the days of post ^ 
war depression, it is bound to tell adversely on the banks also. 
There is indeed a lot of truth in the above remark. It is only 
in 1927-1928 that Indian trade and commerce reached their 
pre-war level. Trade and commerce are feeders to banking 
and without banking they themselves cannot be fed properly ; 
they are as much dependent on the banks as the banks are on 
the traders and merchants. 


Failhees. 

Lastly, the incessant and never-ending^* failures of the 
Indian Joint-Stock Banks often remind the people of the fact 
that it is altogether sheer folly to place confidence in such 
mismanaged institutions as the Joint-Stock Banks generally 
prove to be as soon as their management changes hands 
from the original set of people. Without the continuity of 
experienced management a deposit in a bank cannot be 


following table abows the failures of the Joint-Stocl Bants in this 
Jecade— (See Statistical Tables relating to Banks in India ) : — 


Year. 


1918 

1919 

1920 

1921 

1922 

1923 

1924 

1925 

1926 


No. of Banks 
involved. 

7 

4 

3 

7 

15 

20 

18 

17 

14 


Paid-up_Gipltal. 

Rupees. 

1.46.185 

4,02.737 

7,24,717 

1,25.329 

3,29,991 

465,47,325 

n.33,623 

18,75.795 

3,98,145 
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•considered safe. Repeated failures,^® are shaking the credit 
iabric of the Joint-Stock Banka. It must bo borne in mind 
that a “ system of banks is like a crowded city where a fire 
breaking out in one house may soon spread to many others 
-and every house has to bear not only its own fire risk but some 
.risks of all the rest”. Without afar higher standard of 
■banking prevailing among the Indian Joint-Stock Banks it 
is impossible to consider the banking structure as a sound 
and strong one. The present-day Joint-Stock Banks are 
mot regarded as national institutions endowed with the 
trust of the community. 

Having seen a correct representation of the difficulties 
imder which the Indian Joint-Stock Banlis are laboming, it is 
the bounden duty to plan the future of the banking system in 
such a way as to provide a harmonious atmosphere congeniaJ 
to their rapid development. What then ore the remedies 
needed to cure their weaknesses ? Can the Indian Joint-Stock 
Banks hope to improve their situation by their own efforts 
and measures in the direction of setting their houses in order ? 
What can an external agency lilie the Central Bank of Issue 
hope to do for tiiem ? How far would the legislative and ad- 
ministrative action on the part of the Government and the 
ao-operative action of the depositing public and tbe borrow- 
ing customers bo of any use to them ? Are there any other 
tentative measures by which it would be possible to help 
them at' the preswit juncture ? A thorough discussion of .these 
varied factors would be impossible within the scope. of tliis 
short paper. . - . 

.But the definite programme of- banking reform falls 
broadly under two, headings, viz., internal and external. The 

15 Quite recently the Karachi BniA failed and a desultory acquaintance v.-iih 
• f Indian Banting v.'ouid show how the laak of confidence created 
by^ brnk^^fadurcs has been a weii-marted feature -qiaoe the second half of the 

19th Century. 
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internal reorganisation has to be brought about by the 
Indian Joint-Stock Banks. This is more important than thn 
external aid for nithout the former the external agency rrould 
either decline to lend aid. or even, if it vere to be rendered, no 
lasting and permanent improvement can be achieved in the 
position of the Indian Joint-Stock Banks. An external 
agency can mend the evils but what is required is a radical cure 
which can arise out of a proper internal reorganisation. 

Of the external remedies the administrative measures of 
Government, further legislation and a more enlightened publio 
debt policy are given proper attention. The co-operation on 
the part of the depositing public and the borrowing customers 
and close co-operation amongst the bankers themselves would 
go a long way in improving the situation. But the creation 
of a Central Bank of issue is the proper remedy for many of the 
present-day defects. 

Taking the internal remedy first into consideration the 
Indian Joint-Stock Banks would have to sacrifice or give up 
the unnecessarily large holding of Government securities.^” 

Broadly speaking the hanking policy in the matter of imestments is to 
select liqind and easily reallsabls securities possessing steady value and a wld* 
market. As giU-edged securities possess these features the bulk of bank investments 
consists of Government securities. But these do not form the only Item in the 
matter of Investments. If the Bank conducts issuing business the shares of new 
companies floated by it are gcnefallybeld by It till the time the investing public 
digest these shares. Similarly n city bank seeldng to extend its operations in 
the most safe and economical manner tends to acquire shares in the banking- 
companies of the Interior and hopes to influence its policy and seek an outlet 
for its surplus funds. The shares of a foreign bonking company might be 
required sc^as to affiliate it to itself. This might not he done with the express 
purpose of conducting foreign banking on any large scale but merely to render 
more efficient service to its own customers In the direction of financing 
foTclen trade. Indian baidcs do not generally possess such a >vide range of 
securities and shares of few stable Industrial companies form the major 
consti^ents of the invcstmenl items of the Indian Joint-Stock Banks. Tljc 
a« 5 ulsltlon of interests in other banks d'mtstic or foreign is not ycl a marked 
feature of any one 61 the important Indian Joint-Slock Banks. The daring jet 
fruitful policy of the LIoj d s Bank cr the Barcla>*5 Bank in this direction finds no 
countefrari in the Indian Joint-Stcck Ecnlang System. Too large a part of their 
Inreitiblc surplus finds hs ^say Jj-to pU-edged securitJe*. This has to be rectified. 
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In their endeavour to iucline towards safety they are leaning 
too much on this support. Sound commercial advances 
marshalled in a steady succession of maturities are more 
lucrative than gilt-edged securities. B-anks must invest wisely 
nnd not speculatively. Time wisdom in the matter of bank 
investment consists in avoiding “frozen assets”. The 
problem of finding adequate business for the released fimds 
would have to be faced. Indirect financing of agricultural 
, interests thro ugh approved indigenous bankers or the financing 
of the small artisans or traders purely on the personal know- 
ledge of the indigenous bankers can provide the needed avenues 
and unless they care to cultivate more regular business 
dealings with the indigenous bankers the mere financing of 
trade and industry in the big centres would not absorb all 
their liquid resources. The banking net must be spread wider 
so as to cover a greater area than at present. It is the 
financial life of the big cities alone that they are able to 
influence at present. They must descend to rural tracts and 
hope to influence the lives of the masses in a significant 
manner. The real problem of Indian Banking is to secure 
to the Indian Joint-Stock Banks power so as to enable them 
to control the indigenous bankers and they should themselves 
be controlled in their turn by the Central Bank of Issue. 
This is the unity and organic relationship that ought to pervade 
our banking structure. The present-day loose and unorganised 
system has to bo displaced by a more concentrated and highly 
integrated banldng system. ... , . . 

Secondly as one reputed Professor of Economics stated, 
V a banker ought to bo two-fifths gentleman, one-fifth econo- 
mist, one-fifth lauyer and one-fifth accountant-'-’. Unfortu- 
nately the lack of such high qualities renders possible mis- 
management of banks. A weak, loose and inefficient audit 
unable to influence, the, banliers usually tolerates such 
inconsistencies, - till the day of final reckoning "comes when 
some important' incident loads the depositors or lenders of 
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money to doubt of the standing of the bank and the attempt 
on their part to collect the deposits brings to an end the- 
existence of the tottering bank. 

An efficient and expeditious service and the expanding; 
of general agency busine.ss done by them is sure to bring in 
greater deposits and more constituents. Banks have to go to 
the people and not wait for the people to come to them. If 
sufficient employment for these fimds is secured the financial 
strength of the Indian Joint-Stock Banlcs is bound to increase- 
No time should be lost in attemiiting to reform and reorganise 
the internal framework on a sound basis. It is not for the 
sake of mere self-interest that this reorganisation has to bo 
undertaken by the volition and prescience of bankers them- 
selves . Unless this is carried out immediately the mere setting^ 
up of any external agencies would not solve the riddle and even 
these external agencies would consider these Indian Joint- 
Stock Banks a constant source of anxiety. The help that any 
external agency would render can bear fruit only under 
improved management of the Indian Joint-Stock Banks. 
In the absence of any such reorganisation it would tend to 
postpone the evil day. It is foul financial weather that is- 
the real test of sound banking and I venture to think that 
without real improvement in the internal management of the 
banks their position would Ijecome strained, if another 
crisis of the nature of 1913-1915 period were to happen. 

EsTEKNAi Remedies. 

A more enlightened policy on the part of the Government 
with reference to Rupee loans and the Treasury bills is needed 
and everything depends on this important reform. It is 
absolutely imperative that no further suspicion should be 
roused that the Government is bent on floating further Rupee 
loans in the Indian money market. The slackened response 
to the last Rupee loan means after all that it is high time to 
■consider the advisability of preceding slowly in the matter 
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of capital expenditure on the part of the Government even for- 
productive under tatings. The present market value of gilt- 
edged securities should not be tossed about hither and 
thither as a result of the vacillating public loan policy. 
Farther depreciation of the value of Government securities 
means further cuts in the profits of the Indian Joint-Stock ' 
Banks and the dividends they declare. Lower dividends; 
mean lower deposits. The lower the working capital the 
lower would be the profits unless it is offset by greater turnover- 
of the capital resources. This is the vicious circle that is. 
being induced by the present-day public loan policy. 

Admikistrative Measures. 

Several critics have pointed out the necessity of pursuing- 
a strictly scientific policy in the sale of the Treasury bills.' 
The resort to the Treasury bills as a deflationary measure . 
in order to support the sterling value of the rupee in the slack 
season is undoubtedly tending to the reduction of deposits, 
available to the EanliS. Firm ruoney conditions induced by. 
their sale may succeed in bringing about an improvement in-,-- 
the rate of exchange and maintain it at a .safe level. , The higk 
rates paid for them as well m the long term, loans would mean- 
in the long run greater inroads on the taxpayer’s purse.^'^ 

Itisnolgermanetolhistoplcto discuss the economic effectsof publicdebts. 
The floating debt even though it might consist of Treasury bills has its effect on the , 
Bankers. Apart from financial danger to the State, the inconvenience to trade and: 
commerce is no less grave. The possibility of habitual renewals tends to make it. 
permanent. This actsasadetrimenttohanlcsfortheirdeposils wduldbecut down-' 
and the discount rate would rise. Prices of goods-.rise and the standard of -living-' 
tends to become very high. .The Banks might hold these safe Government promises- 
and refuse to take risks, involved in commercial loans and discounts. It is liable to- 
provoke inflation. Lastly it might lead to grave consequences-if renewals of. 
Treasury bills are-slackened.- - Foreign holders of these lose 'confidence in these 
certificates and national money and this loss, of confidence' affects, adversely the^ 

the national rale of exchange. _ - 

For a more completedlscussionseethe" RevuedeSdenceetde Legislation: 
Fmnnciercs ", January-Mairch Number, 1925. pp. jOO-102.' 

See also H.E, Fisk," French Public Finance in the GermanAVar and To»day.*" 
pp,15-I7. See also H.C. Adams, “Science of Finance," p.‘ 526. 
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This imnecessary increase of tax-burden when the taxable 
capacity is so very low has to bo borne in mind. It wo uld have 
an adverse effect on the purchasing power of the people and 
trade would not recover rapidly as a result of this deflationary 
policy which of course is due to their anxiety to keep the 
exchange rate above Is. G^^d. the gold export point from this 
coimtry. So long as the sterling resources are few there can 
be no sede of gold exchange or gold at this export point in 
spite of the Act IV of 1927, Clause V. This perhaps is the 
reason for the anxiety of the Government not to allow 
exchange to fall to the low level of the gold export point from 
the country. 


Legislative Measuse. 

Another direction by means of which the Govern- 
ment can hope to protect the directors as well as the public 
lies in passing helpful and suggestive legislation. Government 
guatantee of deposits or the formation of a “ Safety fund ” 
are bound to be mere palliatives and do positive harm to the 
conservative banks. The possibility of few depositors being 
selected as bank directors is a remedy which can only be 
permitted by a change in the existing legislation ivith re- 
ference to the Joint-Stock Banking Companies. Those taxes 
which are interfering with the development of banking 
amalgamations should be removed. A readjustment of the 
other taxes on a lower level than at present would act as a 
further impetus iu the starting of more banks and in view of 
the fact that the indigeno us baiflrers are to develop into mo dem 
banks this recommendation has to be virtually carried out. 
The possibility of selecting a few other banks " as public 
depositaries ” after exacting due security would have its 
own efficacy at the present juncture when even the established 

^ See iKe U.S.A. where there are a large number of banks — 7.224 acting as 
public depositaries. See tbe annual Report of theTreasurer, I92b, p.604. "One 
Bank in every four is a Government depositary.” 
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Indian Joint-Stock, Banks are not able to create the needed- 
confidence. It is indeed true that the false tongue of rumour 
cannot be controlled in any effective manner. Its vivid 
conjectures can be silenced only by publication of relevant 
facts indicating the general financial strength of the Banks. 
The financial intelligence of the reading public can after all 
be a more effective safeguard than any legislative enactment. 

Co-operative Epports. 

The depositing pubho and the shareholders would have to 
co-operate with the bank management in every way. If the 
depositors are taken into confidence by the managing board 
there is no reason why they ought to get shy of the Indian 
Joint-Stock Banlis. Advisory committees of depositors and 
influential traders to help the branch managers in the matter 
of investment of bank’s funds would be very helpful. 

Sometimes the frauds and malpractices which the Banks 
have experienced from time -to time have led to stricter regula- 
tion and restriction of credit by the banks with the result that 
bona fide constituents suffer as a 'result of this vigilant atti- 
tude. This attitude should not bo mistaken by the bona Jide 
constituents. 


The Cehtral Bahk of Issue. 

The starting of a Central Bank of Issue -^rould indeed 
improve their situation in several ways. ' Besides providing 
rediscounting facilities and thereby enabling them to convert 
their assets easily into liquid cash, a Central Bank is bound to 
confer inestimable advantages on them in the foUo-wiag direc- 
tions. A careful scrutiny by the Central Bank,- which would 
be made at the time of rediscounting the eligible commercial 
paper would automatically raise the standard of banidng. The 
very example of its conservative management would act as 
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on elixir or life-giving tonic to the almost stagnant Indian 
Joint-Stocic Banks of the present day. Tf the constitutional 
position of the Central Bank’” is so devised that it precludes 
■competition nith tho commercial banks this by itself would 
afford an impetvis to the Joint-Stock Banks to extend into the 
interior in their endeavour to secure fresh busincBS. But the 
starting of a Central Bank would indeed tako time. In the 
interregnum, the ltnjK*rial Bank can render some good to the 
Indian Joint-Stock Banks by hoping to act as a Banker’s 
Bank. Tliero is infinite possibility in this direction and all 
credit institutions can be granted liberal advances at one 
per cent, or II per cent, below bank rate on tho security of 
gUt -edged stoclis or investments so long as they fail to convert 
them into liquid resources. It is not by merely lowering the 
bank rate that the lending policy can be liberalised or made 
ola-stic. "Less harsh restrictions than ate prevailing at present 
■would mean helpful overdrafts to tho Indian Joint-Stock 
Banks and a part of the intercst-freo national balances 
seoured bj' the Imperial Bank can be utilised in this manner. 
This is not entirely a now and dangerous innovation for it is 
a definite policy of the Imperial Banlr to grant accommodation 
in this manner to business houses and industries. Timely 
help and succoiu’ and not mere spoon-feeding should he the 
.object of this liberalised lending policy. Mem facilitating of 
internal transfer of funds or remittances at low rates is not by. 
itseK a very great help to the Indian Joint-Stock Bank. The 
starting of more clearing houses is another estimable service 
for which the Joiirt-Stock Banks ought to feel grateful to the 
Imperial Banlv. Something further is needed in tlio direction 
of cordial relations between the Indian Joint-Stock Banlis 
and the Imperial Bank. Both of them must realise the 


^®Thts can be done by confining its business to nole-Issuing and discounting 
tradebiUsof sbujt currency and it noutdbe prohibited from doingordinary banting 
bus’rvcss of a commercial bank. 
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lessons of the past and bo aware of the current developments 
. and, current' thought.^® 


Conclusion. 

A, clear and consistent action on the part of all the in- 
terests concerned is necessary and the co-operation of the 
different sections would secure to the Indian Joint-Stock 
Banks a solid ground for their future ejqjansion and economie 
development of the country. Small Indian Joint Banks or 
Loan Companies are being started here and there. If the 
monthly report of the Registrar of the Joint-Stock CompanieB 
is examined the activity of the people in this direction can 
be immediately realised. But in the econonric sphere it iu 
not mere quantity but quality that tells. Few sound banks 
can acliieve more lasting good and confer more permanent 
outstanding benefit on the country than many bogus banks 
which tend to put back the clock of economic progress. 
Rational well-being, pricc-levcls, profits, emplojonent and 
purchasing power of wages are of essential importance. Their 
control by a sound banking policy under the capable leader- 
ship of a nationally managed Central Bank would secure 
the welfare and happiness of the teeming millions of this, 
country. 

To sum up, this survey reveals much that is defective in 
the present-day situation of .the Indian Joint-Stock Banks- 
To increase their usefulness,, self-improvement, external aid 
and thorough reorganisation of the entire banking structure 

so Even tho English Joint-Stock Bonks which ofe considered as “ paragons of 
conservatism" have changed their policy towards industries. Even in America ■ 
the banks have followed a liberal lending policy. Extended loans and less rigorous 
insistence in the matter of repayment are evidently a proof of their sincerity that 
they donotholdateodctachcdvicwtowardainduslrics asin the past. Thiselasti- 
cityinthemattcrof lending hastofccnotteed. See H.W. Maerosly, Tradeandlhc- 
Gold Standard "—Paper read at the Royal Statistical Society of London, Decemj 
ber 16, 1926 — Quoted from the London Eaxamist, December 25, 1926, p. 1 17. 

8 
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OTC poinit'd out as the proper measures rv-bich can guard them 
ngalnsl further deterioration. All parties should co-operate 
in this endeavour ns it is a problem of national importance. 
The present Joint-SloeJc Banking s^'stem must be made safe, 
oconoraical, adequate and efficient at the same time so as to 
afford maximiiTn utility to all sootions of the community. 
Incidentally it can be remarked that the present-day absence 
•of definite trustworthy information or banking statistics has 
to bo remedied ns early as possible and such figures as would 
{umisb real informat ion or artfully untold the tale of banking 
progress should be published by Ibo different units of oiir 
banking sj’Stem. 
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THE FUTURE OF OUR FOREIGN EXCHANGE 
BANKS* 


Early Beoinninqs. 

Prior to the starting of the organised exchange banks and 
the exchange markets, the indigenous bankers looked after tho 
internal and external exchange requirements of the people.^ 
The balance of international payments being in favour of the 
country gold and silver flowed* in freely. »Such iutrioato- 
economic problems as trade adversity fluctuations did not 
arise on any important scale. 

With the advent of the British East India Company and 
the foreign trading companies of the western nations foreign 
exchange business began to develop and an insignificant part 

’This was part of the written evidence before the C. B. Inquiry Committee. 
It was also published in the Calcutla Reoiew, Nov.-Dee., 1930. 

Until 1796-97 the Governments of the Provinces used to enter into contracts 
with the shroffs or the indigenous bankers for the securing of resources in the 
different centres. Due to the Accountant-General Mr. T. Myers the practice of 
thesale of bills an t. tne . .r’ . acompetition was adopted so that this competi- 

. ion tended to secure more favourable rates than before. See the Public Consultai - 
' William, Public Department, Government Manuscript Records. Imperial 
Record Office, 7tb January 1800, No. 47. The Bombay Government adopted this 
practice so that by selling bills on the General Treasury at Calcutta it could secure 
the additional revenue needed to meet its requirements. 

* Bengal, for instance, not only paid for all its imports but could finance 
requirements of other provinces and the China trade at the same time. ' This JeJ 
to the drain of specie but gradually it was condoned by a development of the export 
trade, the founding of banks and a thorough organisation of the currency si^staa 
^ee the Public Department Records— The general Public Letter hritten in April* 

1809 totbe Courtof Directorssoastoconvlncetbemoftheneccssitylograntachart * 

of incorporation to the Bank of Calcutta. It was only ®ffer receiving this' chart'** 
that the name' was changed to the Bank of Bengal." Up till fSG9 the Baat 'f 

Calcuttawasnlw'aysrcferrcdtoastheGovemmeritBantmtheincferoftheGov s 

ment records* ' . 
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•of it might have been condncted by the Indian coneerns and 
black merchants ” as the Indian people -wore styled in the 
records of the East India Company. It was not -until the 
Agency Houses happened to conduct money exchanging, 
banking and commission business, etc., that there was any 
^ advent of tbe organised banking system into the country. 
The first large scale moffusil banks were the Union Banli of 
Calcutta (1829), the Agra and the United Service Banlc (1833) 
«nd the Bank of Western India (1842) and the Oommercial 
Bank of India (1846). These were unlimited co-partnership 
banks and their avowed object was, of course, internal re- 
mittance and banldng business. But as the heirs of the 
goodwill of the Agency Houses they soon began to acquire 
foreign exchange business and the proliibition on the part of 
the Presidency Banks helped them a good deal in this 
direction.® 

Adveht op the Fobeigk Exchahge Banks. 

Ikom 1861 the entry of the exchange banks into India 

becomes noticeable.^ More ba-nks would have been started 
if the East India Company had been more tolerant towards 
them.® During 1858 to 1862 the Comptoire Escompte de 
Paris gained entry into this country. Gradually the British, 
American, German, Dutch, Japanese and the Portuguese 
banks began to conduct foreign exchange business in this 
country. 

"'--v^he domestic banking system being insignificant and the 
few ma]6i3;bankB being restricted largely by statutory regula- 
tion, these forfetl^ exchange banks , though few, soon acquired 

® At the instance of iRir Director Cockerell this prohibition Was enacted. See 
my Present-Day Banking in 3rjK^.Uoti. Appendix III. 

*The Oriental Banking Corporation^ s the first chartered hanfcof London to 
;gt5n entry into India. / 

• B See the opposition of the East India Co mpany to the starting of a Bank of 
India in 1836. the Bank of Asia in 1840 and th .e Chartered Bank of Asia in 1851. 
Seethe Bank of Asia Correspondence issued , ,as a Parliamentary Paper in 1843, 
VoLXXXV.' 
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prominence. They Beourod monopoly over the exchange and 
jemitfcance fimctions. So late as in 1875 the Anglo-Indian 
Exchange Banks ■were hardly considered as " banicing 
institutions.”** Working in an uncongenial atmosphere and 
Bubject to the deterrent disabilities of controlling branches 
stationed thousands of miles away from the head office the, 
■administrative capacity of the exchange banks might have 
had been seriously undermined but for several helpful factors. 
Their commanding resources, the lack of effective competition 
on the part of the small Joint-Stock banks at the time of their 
entrj^ into tliis country and their implicitly foUo'vring the 
rmcvritten rules of sound banking soon earned for them the 
respect and confidence of the public and gave them an oppor- 
tunity to succeed and outdistance the local banks in spite of aU 
benefits which the latter could derive from the patronage of 
local people and merchants. 

By the time the exchange troubles of 1872 to 1892 began . 
the Indian Exchange Banlcs ■wisely succeeded in 
sending back the whole or a large part of their capital to. their 
head office.’ At present about 19 such foreign exchange 
banks exist. All these are foreign-owned banks with , their 
head office outside India. They do not dejJ with the financing 
of internal trade or industries quite on a 'large scale even in the 
slach season^ when they find plenty of loanable retources 
in their hand. They are unhampered by any discriminatory 

, . ®SestlieEvidenceofthcDepufyGoveimoro{theBsnkof England before the 
Select CommiUee on the Banks of Issue of 1875. - . 

’ Bee the Evidence of Sir Alfred Dent before the 1 898 Committee.bn Indian 
■Currency, Qn. 1959. ■ , • 

® Mr. Manu Subedar says that it is internal banking that is more important 
•of their work. He does not quote facts and figures in support of his statement and 
it is a matter of regret that his allempls to secure detailed information failed in 
every respect. See Annexiire I of the Minority Report. ' ■ , ' ’ 



230 


BAITKS AND THE MONEY MAEKET 


laws ae is tho case in America or in the foreign conntriea.® 
Spreading their operations over a wide area these banks have 
succeeded in minimising the risks arising from local trade 
fluctuations. As in Japan where a number of important 
private Japanese banks exist with extensive foreign depart- 
ments both at home and abroad wo have no such domestic 
institutions on any important scale. They are conspicuous 
by their absence. It has been an oft-repeated cry on tho 
part of the nationalist economists that locally directed 
exchange hanks do not exist. 

Exohakqe Brokers. 

Although there axe exchange brokers in the important 
money centres, yet they do not exist in such numbers as in 
the case of the well-developed exchange markets of London 
or NowYork.^® There axe also finance brokers who are some- 
times interested in bonds and shores but their exchange 
business is little. Exchange brokers can be defined as those 
whose sole business is broking exchange bills and conducting 
deals in future.' 

®5ee Willis ond Edwards " Banlang and Business,” New York, 1925 Edn., 
p. 28, See also Willis and Steiner, Federal Reserve Banking Practice. New York, 
1926 Edn., p. 552. France. Denmark, Turkey, Japan, and Spain base special tis- 
trictions imposed on foreign banks but wherever sucb regulations have prevailed 
it has become the babilual practice on tbeir part to aSiiiate themselves with domestic 
capUalists and start Institutions worlang under local laws . Even England is supposed 
to have scented dangers in this matter and the Cunliffe Committee recommends an 
examination of the situation with reference to the "open door policy " maintained 
by the United Kingdom as regards the entry of foreign hanks. But so long as the 
United Kingdom invests abroad and is anxious to retain the w orld’s financial leader- 
ship the London money market must be wide enough to allow operations in diverse 
currencies and foreign banks must be allowed to conduct their operations. As a 
guarantee against repudiation the investment of the foreign banks in London would 
be of some use. 

When an Indian Exchange broker dies bis place is left vacant sotbalmem- 
bers might be limited. There is no single Association including European as 
well »5 Indian exchange brokers either at Bombay or Calcutta. Eurofecn banks 
prefer to have dealings ullh the jepcsil irckm who deposit Rs. 10.000 as 
guarantee of ratification of rontracts. See p. 429 C. B. Enquiry Committee 
Report, 
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Aggeeqate Foeeign Esohangb Bills. 

' .The aggregate amount o£ foreign exchange bills^^ whioh 
can he drawn through the forei^ exchange bar^ can be 
, arranged roughly under — 

, , ,, . , (1) Imports and exports. 

(2) - Gold and silver. , , ■ 

(3) .Invisible trade. 

(4) Capital movements. 

But as no accurate figures can indeed be available under 
aU the above headings specially three and four being purely 
conjectural it is only a rough idea that can bo gained of the 
actual exchange business transactions. To these must of 
course be added pure exchange speculations which can , only- 
be left to wild conjecture or happy guess. After the recent 
war this business has increased enormously but it -is not yet 
the usual practice on the part of the Indian merchants to 
cover all exchange transactions of theirs. 

Exchange Rates. , ' ' 

Orthodox foreign exchange theory' asks us -to analyse 
the forces of supply and demand for understanding, the 
fluctuations in the exchange rates. The modem exponents 
of this theory like Cassel, Keynes and others consider the 
purchasing power parity as the true indicator of the trend of 
changes.in the foreign exchange rates at least in the long run.^® 
During the short, period speculation, . budgetary situation, 
and capital movements, exercise, their , influence. . Dub to 
the fact that the Government of India'^puraues a policy of 
.stabilising ■ exchanges the- deviations from ■ the. artificially 

the Memorandum of the League of Nations on International Trade 
and Balance of Payments, 1913-1927, pp;' 143-150. i " 

• , . ■ . ^ See Gustav Cassel, the World's Monetary Problems, J. M. Keynes, Tract on 
Monetary Reform, p. 83. . See Angell, Theory oMnternational Prices. pp.-188-90 ; 
Nogaro, The ■ Modern Monetary System ; De Bordes, The Austrian Crown,' 
pp. 193-200 ; U. S. Commission, Gold and Silver Inquiry Series, 9 (1925). 
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cstablialiod par cannot bo %'ory wido nor lasting for a long 
time. During tlio slack season tbo oxohango rates would bo 
at tho lower level or the gold export point and unless mone- 
tary stringency were to act ns n buoy exchange practically 
would bo oidy roughly or above the gold export 
point from tho country, viz., Is. 5J|d. Within these limits 
it is tho exchange banks which receive exchange news from 
tho chief important centres of the world that determine the 
rates every day on tho foreign countries. These are published 
in tho local newspapers on tho next day. The other Indian. 
Joint-Stock Banks who conceivably conduct foreign oxchango 
on a limited scale for their own customers adjust their rates 
on tho foreign exchange bank rates. Though there is not much 
brisk activity on the part of the Indian Exchange brokers 
somo amount of arbitraging in exchanges and dealings in 
futures are entered into on their own account. They are 
undoubtedly busy making and receiving quotations of rates 
from morohanls and banljs and it is not gemano to this 
topic to discuss their activity and bustle at tho telephone.^® 
Tlieir anticipations however do contribute something towards 
levelling tho exchange rates. 

Chaeactebistio Featubes or Exchas;ge Eltjctttatioks. 

A scientific study of the exchange rates points out that 
xhero are two distinct features, viz., the strengthening of tho 
exchange rate in tho busy season and the slackening of the 
exchange rate in tho monsoon season when it is at the lowest 
level. This general movement is usually smooth and no 
wide range and spread of fluctuations presents itself. The 
lack of trade or export bills, tho abundance of money in the 
slack season which is usually in tho first half of the official 
year (April to Soptemher) and the floating of the rupee loans 

^For a comparison and contrast of the work of our Exchange Brokers with 
those of the West, see F. T. Rushforth, the Indian Exchange Problem and Phillip’s 
Modem Foreign Exchange. 
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■whoso solo proceeds havo to bo converted into foreign onr- 
renoy to finance capital espondituro on goods explain tho 
low exchange rate of the rupee. This is the period of weak 
exchange. Expanding trade increases export bills and .tight 
money conations raise tho exchange rate to the gold import 
point of the country. This is the period of strong exchange. 
Each successive season these features are reproduced with 
almost clock -like regularity. Under the Gold Exchange Stand- 
ard system there was a literal pegging of tho exchange rates 
of the silver rupee and no great devitaions or spread of the 
rates could be noticed in either of the seasons. The releasing 
of gold or gold exchange from the Gold Standard Reserve at 
the gold export point from the country and the purchasing 
of unliniited quantities of sterling or gold exchange whether 
required for immediate bona fdc expenditure use of the Govern- 
ment of not when the exchange rate is fast rising, are the 
present-day methods to curb the exchange fluctuations. 
Acting as the currency authority the Government have been 
In a position to have • tolerable control over the exchange 
market,' On the whole the system has worked fairly well." 
At, cerbain times the Government did not resort to the release' ' 
of gold from the Gold Standard Reserve. at the gold export’ 
point but have naed the. Defence Treasury Dills” to, con- 
tract currency and steady exchange at higher than the 
gold export point from the country. Similarly gold, might 
not have been permitted to enter the country by unlimited 
sale of purchase of storling at a lower rate, than the gold im- 
port point of -.the country. According to -some 'measure or 
other the cherished object of stability of exchange has been 
realised. The statutory obligation-' under -the, Indian 
Currency Act of 1927 is being fulfilled. Exchange remains 
pegged at the Is. 6d. ratio. The Bankers who didilte the 
treasury hills floated at competitive rates or even higher 
rates might have noticed a few malpractices. The Govem- 
ment.are rmdoubtedly feeling the strain to maintain exchange 
a burdensome one but the net result that tbe ratio has been 
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observed must be conceded. The status quo has always been 
maintained and there was no serious exchange slump at any 
time during these two years 1927 April to 1929 Aprils under 
the regime of la. 6d. ratio. 

PEESENT-DaY CHAEAOrERISTIOa OF THE EXCHANGE MAEEET. 


Throughout this vast continent there is not one important 
city that can be called the “ New York ” or “ Xiondon ” of 
India. The position of either the C3ive Street of Calcutta 
or the wider money market of Bombay carmot be compared 
with that of the WaU Street in America or that of the 
Lombard Street in the United Kingdom. Though Bombay 
has greater share of exchange dealings than either Calcutta 
or Madras it would be entirely erroneous to minimise the 
importance of Karachi and Rangoon as important exchange 
markets. 


Compared with the dim early beginning of the exchange 
markets the first salient characteristic is the close competition 
that exists in the market. This can be easily discerned by 
noting “the narrowing ” of the exchange points While 


following quotation from the Bombay Ca<tle Gazelle eatploins the 
exchange operations of the Oriental Bant, the first really strong’ foreign exchenge 
hank of this country as Bcnjsmin White puts it : 

Exchsnge on London at six months* sight above £50 at 1 s.- 1 0 end 1 -4J. per Re. 
t. •. St three » „ £20 at l».-9 and 7.8if. ,, 

.. n atone „ „ £20 at It -9 and S.&f. 

» .1 at one day’s sight above £5 at Is..9 and U2<f. „ 

See the notification of the Oriental Bank in the Bombay Calk Gazelle, Rampait 
Row, 12th Sept.. 1S49. 

A Comparison of the above with modem exchange rate quotations makes this 
plain. On Oel. 5lh, 1929, exchange rates in Calcutta were as follows : 


T.T. 

U.-5Ud. 

on Demand 
buying 

Is-SHA 

three months’ sight bills] 

1s..61d. 

four months’ sight bills 

Is.-6|d. 

six months' „ ,, 

' Is.-61^<f. 

sight bill* 


T.T, 

U-HU 
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formerly the difiereiice used to he ranging from i to Id. on a 
Tupee the present-day difierence is only ^d. on the average. 

• Difference in exchange might Bometimes be as low as t’jd. or 
even worse as compared with the fair difference of the earher 
dajfs.^® Direct rates between Calcutta and the foreign money 
centres other than London have also been established under the 
' stress of free competition. But such firm connection as exists 
> with London is not to be met with in the case of the foreign 
monetary centres. 

Nextly, many exchange bills D/A and D/P have arisen 
under the documentary credit principle. With the growth 
- of the volume of trade the exchange market has become wide 
as well as steady. Banker’s clean bills have also arisen to a 
certain extent. A clean continuing letter of cre^t is not 
generally issued to the Indian importer as yet. So far as the 
time-length of the bills is considered thirty, sixty and ninety 
days’ bills have come into vogue. Sterling bills are predomi- 
nant and there are not very many rupee bills even in the. matter 
of our trade with the Eastern countries.^® The lack of an, open 
discount market precludes the early development of the rupee 
bills and the absence of the latter has been rendering it difficult 
to create a short term money market where those can. be dis- 
counted. This is the vicious circle facing the banking reform- 
ers at the present day. The habits of the merchants and the 

l®See the Speech o{ the Chairman of the Chartered Bank of India, annual 
meeting, March 1926. 

Caring aolcly for profit the Exchange Banks do not allow the import hills 
to be rediscounted. Though they are dravra for small amounts they can form the 
nucleus of a discount market in this country. The bulk of the Indian import trade 
is financed by 60 days' sight D.P. drafts drawn on the Indian importer and the . 
latter has to pay interest usually6per cent, from the date of the Bill to the approxi- 
male date of the arrival of the proceeds of the hilt in London. This rate is raised as 
abon as the Bank of England rate risw above 5 per cent. If Iba Exchange Banks were 
— to accept bills instead of purchasing them the benefits of the ebeap London dis- 
count market could accrue to the importers. But as soon'as low interest rates were 
to continue in the Indian money market the rupee bill can easily become popular. 
Before the starting of the Central Bant this plan cannot however be realised. 
Sec C.B. Enquiry Committee Report, pp.316-318. ... 
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industrialists also must change before the hills of exchange can 
become more abundant. “Manufactured bills ” for emergency- 
currency purposes arise in the busy season and practically 
disappear -when the Imperial Bank realises no such necessity.*’ 
The market for the exchange bills consists practically of the 
exchange brokers and the exchange banks. There are not a 
large number of buyers of hundies in the native bazar even, as 
in the case of the nerrly created bill market in the Federal 
Eeserve Banking system.’® The sole burden of financing ex- 
ports and imports consequently falls on these foreign exchange 
banks and the London money market in so far as the latter 
rediscounts the export bills of the Exchange Banks. 

Again there is not much of bank acceptance by the Indian 
Joint-Stock Banks as in the case of the London Acceptance 
Credit or the Federal Reserve Banking system of America. 
Unless an extensive use of bank acceptances is forthcoming 
and an adequate discount market exists there would be no 
proper co-ordination between the activities of the two kinds 
of hanks, viz., the exchange and the commercial banks. The 
absence of rupee bills in the import trade is still a marked 
feature. If the exchange banlrs need adequate funds for their 
operations in India there is at present no means of redis- 
counting or disposing of their import biHa in this country. 
They fall back on the Imperial Bank and secure advances 
on securities or rediscount their D/A export bills in London 
and send their resources to finance their Indian business. 

The iMrEEiAL Bask Ann the Exchange Banks. 

The old historical error that the exchange banks financed 
foreign trade solely with the hdp of their own capital resourcoa 

” See A. C. McWoUers. Memorandum before ibe Hilton Young Cotnii 
mission. 

*8 Sec W. R. Burgess, the Federal Reserve Bants and the Money Market, 
Chapter on the Bill Market. 
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.^unng tiie yeais 1860 tb 1900 fibecls no reiutation at aU.^” TEe 
linpenai Bank'oi InOiafinancea foibign tra^e o^y -wlLonit Kblj^ 
til® exchange hanks ■who ihlgW; feel reluctant to niove ^xil& 
froid. London if hetter mhney rates were to prev^ there or if 
rapidly fluctuating exchange rates would threaten to mv<ivo 
them in heavy losses if they were to resort to London. If Indian 
■ rates are hot high enough the same result would h’appeh.' The 
Exchbngo Banks would secure advances on swurities ffbin the ' 
Imperial Bank and dependence on the Impenal Bank 
becomes a marked feature at such tunes. Thhb it aridireBtiy . 
contributes at such times towards the financing of foirei^ trade. 
But if the Governnient wore to force the Imperial Bank to 
raise the banlr rate to 8 per cent, as' it was dbhe in February, 
1929, it might tempt the exchange banlrs to remove' fuhfe to 
India but much depends on the prospects of the money rates 
in London and India than anything else. The flui^ty of capi- ^ 
tal depends more on interest rates prevailing' at' the time than 
any administrative measures. Tt would not be for wrong to 
say that finder certain circumstances the Imperial' Bank 
might be forced to finance foreign trade also. . It must, also 
be remembered that the Imperial Bank is allowed to conduct 
forei^ exchange business to meet the personal ;requirementa 
of its customers aloue. This amounts On an average to about 
aixcroresof rupees. . , ‘ •• 

A Cestbal BAirk oE, IssTTB inn. xr3''Ccin'rnbt',ovER. • 

’ -/■ 'ExCHAUbn.'-' -■ 

Now that, the long-operating gold , exchange standard, 

. system , has practically removed .wide . exchange fluctuations 
altogothor, it remaina to see how -the same- deshuhle '-featOTo 
can bo obtained under liie Centrid Bank management of a gold 
standard. Tho sole purpose of the gbl d-standMd is to achiovo 

,1® Sec iKe Memorial of the Exchan^ Banks to the Viceroy seh't on theSrd 
■ February, 1900.' quoUd in the Appendix'XV, p.'409; ' C'hainbcrlain 
Interim Rc^rt, and the Letter of the Government of India sent io the Seefeiary 
‘ of Staleonthe3tdDtcemWf9Q(J.' /B'fdi Appendix XV, p. '407' 
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Htability o£ fotoign oscliango. Freo gold export eWpiaent® 
and duo contraction o£ credit would restore tho exchange rate 
back to its old moorings. Similarly froo gold imports and a 
liberal credit policy would taiso tho domestic prico-lovel and 
chock exports with tho result that imports would increaso and 
^old would flow back so that tho unduly lavourablo balance 
o£ payments would tond to correct itself. This is tho con- 
ception o£ tho automatic gold standard which however is not 
tho standard that has boon adopted of late by tho import- 
ant countries. The now gold standard does not solely aim 
at creating devices for stabilising exchanges alone but it seeks 
to stabilise the value of gold and thus prevent long-term 
upward or downward movements in the value of gold or price 
levels. An effort is thus being made to attain general 
stability of the world price-level, over short as well as long- 
term periods. It is not necessary to discuss the further 
aspects of the new gold standard which is now being uniform- 
ly accepted by almost all other countries. 

It is apparent then that if the Reserve Bank were to be 
started in this country this control over the exchange value of 
the currency can ho secured by its policy. With the disap. 
peatance of the Government as tho “ Currency authority” or 
its dominance over the Central Bank which wo have witnessed 
in the case of tlio Imperial Bank, the Central Bank has to 
maintain the exchange level. Operating the now gold stand- 
ard whose important features would be the absence of a gold 
•cnrrency and international oo-operation with the other new 
gold standard countries, the procedure of parting with actual 
gold or g old exchange can be resorted to as in the case of 

Tou3«g,rnlemationalTrnde,Poi^(I927). An adverae trade balance 
is set nsbt by altered exebange rates and ibis would lead to tbe building up of a 
favourable trade balance. This corrective would be efficacious if economic condi- 
boos do not change, viz., that tbe volume of domesliccurrency is not being Inflated, 
that budgets are being balanced, that speculation does not enter tbe exchange 
■Biarlcel, that invisible Items do not alter tbe balance of payments and that no 
arbitrary restrictions ore imposed on tbe movement of trade and of exchsnge rates. 
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theBeickabank of Germany. Itmigbt oven adopt tko obk^ 
tioii tb sell gold or gold exchange only Tvhen the gbld exp<^ 
point is reached as is the case now with the NederlondB. 
Bank to those countries which would permit the free mov^ 
menta of gold. The administrative technique might 
• dieorent but the principle is always to bo the restoring of , 
exchange conditions to atabiUty. Its control over the pnoo. 
level would be aiming at stabihty, internal as well as extor- ^ 
nal, i.e., " within as well as without » as Montagu Norman, 
the’ Governor of the Bank of England, would put it.« 

The main problem ahead is not the maintenance of tho 
stable exchange alone, which can however he realised as a part , 
of the CentraVBank management of the now gold staiidaird, but . 
our attention sbould be rivoted on the immediate problem of ; 
financing foreign trade with domestic resources. Exports and. 
imports have reached the pre-war level only in the year 1927 * 
1928 .®® They ate bound to expand in the near future, Tho. 
financing of this huge foreign trade at homo is essential. . An* 
other.poxt of the duty would he the facilitating of the, transfer 

of the net bailee of payments to India proper. . 

The Deeeots of the Pkeseht-dat Eobbjjqn Ex'otanqe ; 

Banks, : '■- 


The chief counts of indictment against the poweiful 
foreign .exchange.' banks as : they .exist now are -that thoy . 
compote - with - the Indian Joint-Stock Banks' not .only, irt’ 
the matter , of securihg ' deposits but. in finahemg borrowers, ’ . 
in .the slack seasoiii that - they drain away jespufees ; from,; 
this country .for services which Can Bp perforined equally 
efficiently by, progressive .domestic banks,', that they prompt© : ; 
. trade in raw materials and the indurtrialisation of , the country; .J. 
is no definite policy of their own', that- they refuse'tb adsipt- 
' .themselves to the . requirement’s ■ 'of Ta'^great - a^icultural-’;' 

. See tke Evidence before the Hilton Ybung.Comraitsion. ' , ' 

See the Review of ihe Tradc of India. 1927-28. 
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‘Country liko India whoro prqduoo advances are more neces- 
Bary and akould bo made freely, that thoy do not teach the 
principles of foreign investment banking, that they stoop to 
unfair tactics against budding rivals, that they are tending 
to amalgamate with the big London Joint-Stock Banks and 
future economic development might bo served well or ill by 
thoso huge financial leviathans, that they do not give us an 
ndoguato return for tho “ open-door policy ” wo maintain, 
that they form a compact homogeneous group and give no 
positive encouragement to tho Indian Bank officers to rise to 
positions of responsibility, that thoy tend to drain away funds 
from up-country centres to the ports in the busy season there- 
by leading to bettor financial facibties to exporters rather than 
the cultivators and industrialists, that thoy have not set up 
■economic standards of bank management and organisation 
before tho Indian Joint-Stock Banks who are financing inter- 
nal trade requirements and that they will not fit in in a 
nationally managed banking service which may bo planned 
in the near future to develop our national resources and create 
productive industry.®^ In short, thoy refuse to bo instru- 
ments of national progress. In view of their past opposition 
to the Central Bank proposals, it is likely that, when the 
flentral Bank would be started they would certainly refuse to 
co-operate with it.** Its resolute leadership might bo opposed 
by these banks and Central Bank control might become a mere 
fantastic dream. Almost a deafening and tumultuous roar of 
criticism would be levelled against their uncharitable and 
urvmsprring conduct before the Central Banking Committee. 
No one need be surprised at the particular animus that might 
bo displayed by tho critics but the ebullition of national feeling 

** Another count of indictment is that they do not give satisfactory references 
to overseas merchants regarding their Indian customers. The Exchange Banks 
compel the merchant borrowers to insure with foreign Insurance Companies in 
preference to strong and well-managed Indian ones. 

- **See theEvidenceof C^Nicoll before Hilton Young C oromission, 9N-14148, 
Vol. V. 
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is such, that many unjust uccuaationa would be levelled and 
little .foibles would bo magnified into sorioua mistakes. 

The above formidable list of their shortcomings 'and do- 
foots does not moan that they aro not of any use to this country. 
As models of sound finance the Indian bamking institutions can 
-of course leam something from them. The Indian depositors 
would also have to bo grateful to them and every failure of 
■an Indian Bank has indirectly added to their prestige and de- 
posit-attracting capacity. Their skill, freedom from dishonest 
manipulation of bank funds for Director’s pet schemes and 
the maintenance of liquidity of their resources aro indeed 
objects which ought to bo the subject of proper emulation 
on the part of the Indian Joint-Stock Banks. These have 
contributed much to raise tho level of their steady profits 
which the Exchange Banks declare at present. 

In view of the fact that the World Economic Conference®® 
.has passed resolutions to the efieot that “no discriminatory 
legislation" against foreigners should bo passed and in view of _ 
the powerful- influence the ’ exchange bankers wield in the 
London financial circles it would bo impossible to enact any . 
punitive or provocative taxation measures against, them so- 
long as they confine their activities to international commerce ' 
alone. Similar well-drafted laws which can bo applied to our 
domestic banks can be imposed oh them. A slight return for . 
the trading privileges can bo aocuiod. The systematic traihing 
■of Indian apprentices in'the art of banking can bo secured out . 
of these refractory exchange banks. But.if any further penal ' 
measures aretobe thought of, such as increased taxation or the 
withdrawing of the right to attract deposits or the right to open ■ 
branches in the interior of the country they can easily evade- 
them by registering themselves with Rupee capital' as local 

• See th'e Report of the WorfdEconomic Conference, published by the League 
of Nations, Vol. II,' p. 42. '■ ■■ ■' . ' ' ' • ' -c, . > ' . . - 

See also the Proceedings of thd International Conference on the Treatment of . ' 
Forei^ers, held in Paris'in 1929.- 
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banks. Such has been the case in Spain.®** As the Indian fields 
is "Wide enough to permit tho successful ■working of a n'umbet 
of banking institutions thoy •would not lose this opportunity 
to defeat the real intentions of any penal legislation that can 
be enacted. But as I he.'vo stated elso'where if these local 
banks are forced to maintain an up-to-date register of ahore-^ 
holders*^’ there would bo no possibility to escape this legislation. 
For the purposes of this act it can be enacted that all banking 
comj)anie3 whose shareholders’ list has more than two-thirds^ 
of its members from outside the country should be considered^ 
as foreign banking companies. 

Without a real change of heartit would be difficult to make 
them realise our requirements. Our appeal to them to act as 
indispensable adjuncts to a nation-wide banking system would 
he vain. The real remedy then is to proceed cautioudy and 
though our pohey should bo based on the justifiable motive of 
destroying all vested interests, the retention of these banka as 
useful complements in our banking organisation is the only 
■wise alternative that is left to us. In the beginning, we will 
have to supplement their services and it is only after a time 
that we can hope to counteract their influence. Our local ex- 
change Banks must be helped by tho Central Bank to reahse this 
aspiration. As in Japan, wo should retain them in the banking 
system as willing helpmates, useful brethren, and subsidiary 
instruments. They must become a cog in the hanking wheel. 
Their present-day uncontrollable and unassimilahle part in the 
banking system and their acting as the chief controllers of our 
economic progress must bo remedied. 


-•‘See the Chairmsn’s Speech, Westminster Bank’s Annual Meeting. 19^3; 
Jee'Sykes, The Present Position of English Joint-Stock Bonking, p. 28. 

2’Thenewly enacted Company Uw of 1929 of the United Kingdom contains 
this provision. A penalty ts also imposed if the index to theregisler of the share- 
holder, is not kept up to date. See.cctions mentioned in Pert IV of the Nck- 
Compames A« of 1929. 
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The Fikanoing of oxm Fobeiqh Trade with Domestic 

Resoheoks. , 

It has already boon pointed out how under certain cir- 
cumstances the Lnporial Bank’s funds might bo utihsed by 
the Exchange banks to finance our export trade. The lack 
of co-ordination between internal and foreign trade financing 
breaks down under those oiroumstancos. If the Central 
Bank or the Reserve Bank were to lend its exchange funds 
at low rates of interest after taking proper security from the 
domostio exchange banks the financing of foreign trade with 
homo funds can bo accomplished. Under certain circum- 
stances such as abnormal exports those resources might be 
reduced or tightened. But a Sjmdicate of bankers can then 
be formed to ease the situation, if the Bank of England refuses 
to help the Central Bank by rediscounting its bill assets in 
London. A Syndicate of bankers specially formed for the 
purpose can bo utilised in financing the export bills.. It niight 
so happen that the local exchange banks might become saddled 
with huge London credits arising out of the purchase of 
'export bills, i.e., too many London credits than are necessary 
might bo created. The Central Bonk can however, purchase 
these exchange funds by issuing on equal amount of notes at 
home, if such an abnormally one-sided export trade were to 
lead to the piling up of exchange funds abroad. , This is, how 
,general trade prosperity fluctuations can he financed by the 
help of the Central Bank’s resouroek 

In the case of general trade adversity fluctuations when 
India has to pay the foreign' connities .the Central Bank can 
mobilise the foreign investraents held by the, Indian people. 
These can be sold abroad while” it pays the Indian owners of 
the same in rupees. It can float temporary loans ahroad to 
have exchange funds for the purpose of meeting drafts on the 
same at the gold export point from this conntiy. ' The iindue 
.slump of the . exchange con he' ratified by this method if 
■ espeo'i^y the price movement tends to he relatively rtable 
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or constant. There would bo no very groat alterations front 
tho purchasing power parit3>’ unlosa tho exchange dealers lose 
all confidence in tho early revival of trade. As these tend to 
watch the draining away of the exchange funds kept abroad 
by the Central Bank their gloom tends to increase. These 
speculative fluctuations might complicate the situation and 
retard the process of recovery, but their bias would soon 
become corrected if trade follows tho normal course and gives 
rise to the net balance of payments as in normal years. 

Tho seasonal exchange fluctuations duo to seasonal 
Variations confine themselves to the range of a few points. 
The Central Bank can easily continue the pegging of exchange 
between the spocio points by selling gold or foreign exchange 
at the gold export point and check the rise in exchange above 
the gold import point by mobilising gold or gold exchange 
in its vaults and introducing notes against the same at the 
gold import point. Mere gold movoments would correct the 
situation. The Eicardian theory of outflow and inflow of 
gold would preserve tho exchange level intact within the gold 
specie points. A programme of comparative stahilisation of 
internal prices by tho Central Bonk would tend to stabilise 
exchanges at tho same time and tho dual objective of rela- 
tivoty stable prices and tolerably stable ©xebangea can be 
secured without any great friction either to businesa or bank- 
ing under an intelligent control and management of the new 
gold standard. 

" All this presupposes tho oxistenoo of the Indian Exchange 
Banks and a Central Bank willing to help them so as to.finanoo 
India’s foreign 'trade at home 'mth domestic resources. Since 
tho disnial experience of tho Tata Industrial Bank it is becom- 
ing practically impossible to create strong Indian Joint-Stock 
Banks for conducting, foreign exchange business alone. Pro- 
posals have boon made that an Indian Exchange Bank would 
have to bp started or the present Imperial Bank con bo con- 
verted into an Indian Exchange Bank. Considering the- 
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imposEiibility of raising large capital for banking business 
:at least on this side of India, it -would be far better to create 
an Indian Overseas Bank -wbicb would have a part of its 
capital raised out of the subscriptions of the indi-vidual capi- 
talists and the remainder contributed by the present Indian 
Joint-Stock Banks. It would easily be possible to raise a 
■large amount of capital according to this method for con- 
ducting exchange business at a remunerative scale. If the 
Indian exporters command better prices for their export bills 
at the hands of the Indian Overseas Bank the business of 
financing export trade would easily be attracted by it; The 
Indian Overseas Bank should maintain always in its' initial 
stages rates about one or two points more favourable than 
those of the foreign exchange banlrs in this country. If the 
exporters secure greater resources by selling their export bills 
to the Indian Oveiueas Bank than it would be the case when 
they sell thorn to the foreign exchange banks they would flock 
to the standard of the new bank. If the Central Bank' were 
to help it with funds for this purpose at a low rate of interest 
more export bifis can bo financed by the Indian .Overseas 
Bank. More rupees should be granted by the Indian Overeeas 
Banlv when purchasing the export bfils at difierential rates. 
Of course, rate-cutting would ensue and for quite a long period 
the foreign exchange banks would prove to bo effective com- 
petitors. • Similar .should be thb treatment shown' towards 
the importers. They should bo' securing greater return in 
foreign curronoy by flocking to tbo .standMd of the Indian 
Overseas Banlt than when they resort to the foreign exchange 
. bonli. it is only by this -way that wo can hope to create an 
, institution meant for conducting foreign, exchange, business 
, with domestic resources. Tliis is the only way of • defeating 
tho present monopohstib character of the foreign’ exchange 
hanks o-ber tho exchange situation. This does not mean that 
the rupee^sterling exchange -would hot rule the day in tho near 
future. All foreign exchange rates would ho resting on the 
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rupee-sterling rate for, as in the case of most other countries, 
•we pay our indebtedness in London. Wo hold foreign balances 
in London and any exchange rate -would be depending on the 
rate of exchange on London and adjusted by a current rate of 
other country — London Exchange. 

Its Advautages. 

It remains to point out the main advantages of financing 
•our trade entirely -with the help of our domestic resources. 
An unnecessary tribute is being paid to the London Bankers 
who accept our bills and discount them in the London Money 
Market. Payment in sterling would be avoided and exchange 
risks need not be thought of. Though the Gold Exchange 
standard gives some amount of protection against fluctuations 
the resulting inconvenience to the Indian exporters in receiv- 
ing a sterling bill and selling them to Indian Exchange Banks 
to receive rupees for them can be avoided. The Indian 
Importer likewise suffers in having to pay a sterling bill drawn 
-against Ifim. Dealings in future can eliminate all exchange 
risks. 

The privacy of a discount market and the keeping of trade 
information would be achieved under this system.®® The 
newly arising national pride resents the financing of our trade 
solely hy means of sterling hills. 

Eree opportunity for a safe and sound employment of 
-short-term liquid resources would be found in the discount 
market. The unwholesome over-investment of funds by the 
present-day Indian Joint-Stock Banks in gilt-edged securities 
can bo checked. The immobilising of the hank funds arising 
-out of excessive investment is a grave evil to the existing 
Indian Joint-Stock Banks for it leads to an unwholesome 
concentration of funds in one direction which is had finance. 

It is on this ground that the United States of America began to encourage 
the developmentof banfc acceptances and finance its foreign trade with the Kelp of 
own rceources* 
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Tho diBOOunting of intomal and oxtornal bills drann in the 
oourao of trading would dimimBb the opportunities in tho 
above direction of ovor-investmont in Govommont securities. 

Noxtly, tho Central Reserve Banlc would bo powerless and. 
inoflootivo to control credit if the discount market does not 
exist. Under the now banking conditioM that would exist if 
a Central Reserve Bank were to bo created, this active parti- 
cipation of the Central Banker would have a beneficial influence- 
on the market. To g\iide and control tho other banlts and to- 
regulato interest rates and money conditions tho Central Bank * 
must have liquid resources to efficiently discharge its public 
trust of checking undue credit expansion and casing credit- 
when it is unwisely restricted. Tlie smooth and gradual con- 
trol over the discount and the money market is possible only, 
if tho Central Bank can have these bills marshalled in a steady 
succession of maturities. As a recent writer says®® bills dia- • 
counted and bought in tho open market oSor an ideal current- 
of maturities. Certificates of Govommont indebtedness are a,, 
poor second. Govommont bonds and treasury notes have no- 
liquidity at all on the basis of early and succossiyo maturities. . 
Their value as instruments of credit control must depend., 
entirely on their ready saleability, a quality w'hich they for- ; 
tunately have to a high degree. It might indeed bo true that- 
the Federal Reserve Banlrs conduct open market oporatiqns- 
with the help of Government securities rather than banker’s- 
biDs. As the open market operations are undoubtedly -bonesc— 
fioial to a certain extent these would have to bo pursued by . 
any Central Bank and an organised .money market would .be ' 
essential for tho sucoess of its measures. , It -is admitted even 
by. Sir. J. S. Lawrence that “ these open market operation^ ; 
would be very helpful at tho time of gold movements, quarter- > ■ 
day adjustments, the attraction and dipouragomont . of in- ' v 
temational 'commercial, financing , and the removal of, un- . 
desirable, items from, the b^t ^balance sheets.”, The Imgor- ‘ 

J. S. Lnwrenee, “ The SlaWlitBfioa 'of Price*,*' p,2bA. 
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ideals of price control and bneiness stabilisation may not be 
achieved by this ‘‘ delicate touch ” or lever of the Central 
Bank. Considering the manifold advantages that "wouid arise 
by the creation of a discount market and the financing of our 
foreign trade vtith the help of domestic funds and reab'sing 
that both Japan and America have organised similar attempts 
to remove their dependence on London, our objective should 
be in this direction. It is indeed true that in both these cases 
the attempts are not very successful as yet. But they point 
out unmistakably which way the banking progress lies. A 
sustained endeavour has to be made by the Indian bankers in 
this direction. Nothing is so important in the whole field of 
hanking reconstruction as this 

One fundamental feature of this banking reconstruction 
should a’m at diverting the surplus home or domestic funds for 
the financing of foreign trade and vice versa, i.e., surplus 
foreign funds for financing home trade and industries. The 
more "extensive use of hank acceptances®® and an adeq[uat6 
discount market would facilitate the financing of foreign trade. 
In financing imports rupee bills ought to he developed. Spe- 
cialised discount houses ought to conduct this operation. It 
is foreign interest-bearing bills that predominate in the import 
trade. No foreign exchange hank furnishes us with a report 
on this situation and most of the bills are drawn in sterling and 
are kept till maturity in this country and are not rediscounted 
in this country. 

Bill acceptance and discount market can hardly be created so long as 
business is run on old vnys of cash credit ; so long as no business organisations 
enst for gauging credit and the credit standing of the firms ; so long as specialising 
acceptance houses are not in existence as in London : and so long as the Indian 
Joint-Stock Banks are very conservative and refuse to educate people in the use 
of hills. These can he remedied only by more educadon for bankers and busi- 
n»smen concerning the advantages and disadvantages of bills of exchange 
and carefully enacted regulations regarding the use of such instrumens. The 
Central Bank itself should buy and sell such bills of exchange in the open 
market just to popularise these bills as short-term investments. 
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Other ANCiLiiARY Measures, 

Noxfely, th.0 initiation of a programmo wliidh involves 
thorough-going co-opoiration botweon tho Central Bank of this 
country and tho Bank of England would bo essential. Other- 
wiso tho Anglo-Indian Exchange Banks will refuse to obey 
the x>onal rates of rediscounting imposed by the Central Bank 
and resort to tho Bank of England or the London Money 
Market. An indopondont monetary policy on the part of 
tho Control Bank would novor bo offoctivo if the powerful 
foreign exchange banks with their rich shareholders, intelli- 
gent direction and financial support from London wish to run 
counter to the course of action proposed by the Central Bank 
of Issue of this country, 

Einally, the Centr.al Bank of the country should be in- 
tohigont enough to understand the drift of monetary condi- 
tions in London. If high money rates wore to prevail in 
London the use of tho exchange funds on tho call market 
would enable the Central Bank to secure greater return than 
before and consoguently induce it to lower the Indian rates. 
The Indian Exchange Banks would do it, if the Central Bank 
does not pursue this method. Tims it has to co-operate with 
the London money market and the Bank of England. Their 
mutual pohcies should not normally create disturbing influ- 
ences in the different centres. The question of secxrrihg 
adequate funds ca,n bp solved easily by allowing the Central . 
Bank of this country, to secure access to _tho London Money, 
Market and rediscount its bills at. tho Bank, of England. It 
would also facihtato the stabihsing of tho money market’ in 
this country and with lower rates prevailing in this country 
Indian funds can even be removed ■ to London. That this 
can bp accomplished in due course of . time need not be®^ 
doubted. ■ ■ . , • ■ 

This was the idea of the late Sir Edward Holden when he advocated a 
Central Bank for India. See his speech at the Annual .General Meeting of the 
London City and Midland Bank, the 24lh January, 1913, 
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OuB PI.AN Ahead. 

Although the chief meritoriouB characteristic of present- 
tlay finaDcing of foreign trade lies in our possessing specialis- 
ing exchange banlcs which do not usually tie up their resources 
in long-term investments in industries or agriculture still the 
mam improvement needed is the financing of foreign trade 
with domestic resources. It should he done by funds raised 
inside the country. The would-be Central Bank can accom- 
jplish much in this direction. Besides securing exchange 
stability within the specie points its endeavour should be in 
the direction of helping the Indian Overseas Bank which 
would have to bo created with the co-operative action on the 
part of the public and the present Indian Joint-Stock Banks, 
Acting ns the central co-ordinator of banking funds it can take 
up an active part in controlling credit not only by lowering or 
raising discount rates but by buying and selling exchange bills 
at the time the exchange rates deviate from the normal points. 
Financial co-operation between all these agencies would easily 
enable us to finance our foreign trade. The use of bank accep- 
tances and the development of a discount market have already 
been pointed out as the other necessary measures to popularise 
the rupee bills and they can be drawn in our import trade. 
The use of biUs in place of cash credits in the matter of financ- 
ing the merchant’s requirements ought to take place. Kegular 
specialising discount houses would ease the situation greatly. 
They can buy hills at banks and act as intermediaries between 
exchange dealers and bankers and between merchants and 
bankers. If the Indian Joint-Stock Banks give up other 
entanglements and specialise in foreign exchange business 
they can easily succeed if they conduct sound exchange bank- 
ing. 

Conclusion. 

A comparative prioo-steadying programme, a proper 
estomal borrowing policy on the part Of the Government, 
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individuals and gimi-public bodies, a carefully framed note- 
issuing privilege and the extension of loans by the Reserve 
Bank on commercial paper or bills or notes instead of, Govern* 
ment bonds and shares thus restricting the scope for stock 
exchange speculation, are some of the most important 
measures -which our Central Bank -would have to bear in mind. 
Those ancillary reforms are essential if the -vital question of 
financing foreign trade with domestic funds can succeed. 
With the prosperity of hra: great exporting industries such as 
cotton, jute, tea, hides and skins, increasing efficiency of 
labour, a mercantile marine of her own, which reduces the 
invisible payments under this heading and the prosperity of 
Indian people emigrating abroad which wo-dld tend to an 
increase of remittances into the country, the not balance of 
payments would always be in her favour and this fundamental, 
factor would greatly facilitate the task which the Central Bank 
would have to take up in ri^t earnest. Facilitating free 
gold movements in normal times and making provision for 
meeting extraordinary situations as slumps and general, 
trade prosperity fluctuations, the exchange situation can 
always bo controlled by the Central Banlc. Under on enlight- . 
ened and consciously controlled Central Banic, which carefully 
manages its foreign portfolio, the present-day Government 
arrangements for gold exchange funds -would disappear. 
The successful management of the new gold standard by the 
Central Banic would tackle the situation and eliminate aU 
exchange fluctuations which arc very demoralising either to 
husinoss or finance. The resumption of the now gold standard 
^rithout exchange-pegging devices will limit the possibilities 
of exchange speculation at any time. ' Its liberal help to the 
Indiair Overseas Banic or. the Indian Exchange Banks alone 
can hope to do something in this direction of financing foreign 
trade -with domestic funds. The present-day tendency of 
maintaining an Itnpemm in imj)aio would ho checked and 
the Foreign Exchange Banka recognising the different or 
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obaijged political eitiiation might resort to tho tactful method 
of offering a portion of their increased capital for Buh'scription, 
in this country so as to placate public opinion, but the stigma 
attached to the “ foreign banlis ” would always remain and 
the local people would secnroly support and favour the local 
banhs. Thus the attempt of the foreign osohange banha 
would become futile if an intolligont and persistent effort is 
made by the local banks to finance foreign trade. Entrench- 
ed strongly in the favour of the local people those local banka 
can rath the minimum of legislativo intorforonco undermine 
tbe position of the foreign and Anglo-Indian Exchange Banks. 
This is the only rational v<ay of providing an effective solution 
for a potentially inconvenient banking monopoly. The for- 
mulation of Such a woH-concoivod plan would he far more 
advisable than tho enacting of futile and mischievous pro- 
grammes to limit tho services of the present-day foreign 
exchange banks of thia country in the direction of financing 
our growing foreign trade. Tho cry that the present number 
of foreign exchange banlis is ahoady in excess of legitimate 
requirements will of course be raised but it ought not to be 
allowed to side-track our efforts in solving the main problem 
of this country. Political independence without financial 
independence is a misnomer and a wHl-o’-the wisp. It is like 
grasping the shadow instead of the real substance. 



APPENDIX vnr 

THE/I'XmJRE OF THE BEPERIAL BANK OP INDIA* 

Unable to appreciably lower the bank rate or etabilize 
it aB tkrougbout tbe year at a more equitable level than at 
present, and subject to the dictation of the financial advisors 
‘oi the Government and deprived of the privilege of note- 
issue, tho Imperial Bank of India has failed to develop into 
a real national institution.” 

In spite of its humble services which should on no account 
"be belittled -or ignored, it has not given satisfaction to any- 
body except perhaps its sharoholders. The general public 
■feel sorely disappointed at the slow progress of the Indianiza- 
tion scheme of its officers and apprentices. The Indian Joint- 
Stock Banks have no love lost for this “ State-aided com- 
petitor.” The Exchange Banks are apprehensive that their 
■exchange monopoly would be jeopardized by making the- 
Imperial Bank of India aii ordinary Joint-Stock Bank and 
granting it full freedom to conduct any business which its 
shareholders would determine as soon as it sheds its semi- 
Central Banking character. It would excite the envy and 
dissatisfaction of the existing banks whose business would 
have to he encroached upon to maintain its present high rate 
-of dividend, viz., J6 per cent. They would surely comider 
it as a millstono tied round their neck. , . . . 

As it is, it is a commercial bank with about 200 branches 
extending far and wide over the whole country. ’ As’ a com-; 
mercial bank it has come into open . compotitibn with the 
other kinds of banks transacting busbieBS in the interior. Its 
-an^ety to extend baiiking facifities has forc6d.it to spread ‘a 

f This .was first puUished in the Mysore Economic Jcur.-tal. Sept., 1930. ' 

t See my Presail Day Bsn^tn5„sn India, Third Edition; .Chapter on "The 
l-npcrial Bank of . India.’ ' . ' ' ' - .. . 
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notwork of commorcial branchca and th.oy aro dowly building 
op businesa connections at tfaeso different centres, 

Now that the idea of its being developed into a Control 
Bank has been disapproved by the Hilton Young Commission 
itself, a now Central Bank would havo to bo created. With 
the formation of a now Central Bank all irlrsomo restrictiona 
on the character of its business would bo removed. Perhaps 
it would he one among the different banks selected to act as 
a Government Depository. With a London OiSoo free to 
conduct commercial banking, exchange business tvould 
naturally bo thought of. The techiuquo of exchange banking 
is not difficult for it to mast-er and as it has best experts in its 
hands and branches all over the country, it would prove the 
most formidable competitor to the existing Exchange Banks. 
But exohango business is being already satisfactorily discharg- 
ed by about 18 banks who are finding it difficult to maintain, 
their existing rate of dividend as a result of excessive ooffl- 
petitiou amongst themselves. The advent of the Imperial 
Bank into the ring would make matters worse. Nobody 
knows the exact strength of the Indian shareholders of the 
Imperial Bank.J Granted that it is about 45 per cent., it 
clearly follows that the Imperial Bank would soon join the 
ranks of the Exchange Banks. When it attracts London 
deposits, as do the present Exchange Banks, it would be 
London money that would bo financing our foreign trade. 
The main problem of conducting the financing of foreign trade 
with domestic funds would be defeated. It can easily frater- 
nise with the existing Exchange Banks, By becoming a 
member of the Exchange Banks Association it would doubt- 
less follow the same policy as that of the rest of the Exchange 
Banks. At present there is a lot of dissatisfaction at" the 
treatment meted out to the Indian customers hy the foreign 
Exchange Banks. As a member of the same Association it 

t Sa Evidmee of Monaging Governor. Imperial Bank, before ihe G B. 
Enquiry CominiUce 
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-would undoubtedly continue th® best, traditions of these 
-Exchange Banlcs. , ■ 

It must be reinombered that as soon as the Central Bank 
is started with branches at the regional centres such as Cawn- 
porb, Lahore, Rangoon, Bombay, Calcutta and Madras, the 
bulk of the Government mterest-iiee deposit money would be, 
withdrawn. The clearing accounts of the other banks Would 
-also bo withdrawn if the Reserve Bank undertakes to act as 
.a Settling Bank for clearing purposes. Becoming an ordinary 
bank it would have to pay current accounts at tho rates which 
.the other competing banks are paying. The maintenance of 
branches and the necessity to pay the depositors point out 
that its success would depend on a constant and steady tiipi- 
Mver of its capital resources. So the suggestion that it should 
be converted into a big Industrial Bank, for it has expert 
•management at its back, business connections with industries 
and a regional character to enable it to initiate the policy of the 
financing of industries, is not based on sound reasoning.! 
Non-terminable loans and continuous looking up of capital for 
.a lengthy period would reduce its turnover of capital and it 
would be unable to maintain the existing rate of dividend to 
the shareholders. It would require a lot of inequitable sacri- 
fices on the port of the shareholders. After all it is not the 
mere lack of financial resources and facilities that is standing 
in the way of the industrial progress of this country. 

With a long record of honourable service the Imperial - 
Bank ought to excel, all other ■ banks in its deposit business, 
security dealings and trade credits and be behind the Exchange 
Banks in respect of its vigour in pursuit of the foreign exchange 
business. For the unique distinction of being a bank- for 
industry, par excellenoe, to which all other branches of activity 
.are to be subordinated,- the Imperial’ • Bank caimot -hope to 
aspire on account of its excessive capital and piesent-day high 
dividends; ' ■, ■-- - -i'-,- • ,■ ■; 

‘ I See fJie.BanWng nUTiber of the Iniim Fin/mK, January 8, 1930. 
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Acting aa tlio chief provider of Bhorfc-tomi capital for tho- 
co-oporative banks, and holding the debentures that "would bo 
floated by tho provincial land mortgage banlis as part of its 
investments, it can easily afford to continue its present 
oonunercial character which does not however preclude it 
either from financing tho existing indnstries in which it 
might have confidence or conducting exchange business to 
satisfy all the roquiroments of its existing customers. But 
it must boar in mind that it should not bo saddled with hca\’y 
external deposits attracted in London. Tho coHeetion of these 
heavy external deposits for use in this country might cement 
the financial tics between London and this country, but this 
policy needs very judicious handling on the part of the Imperial 
Bank. London doposita might bo lying in its hands for a long 
time but these must bo covered snificiontly by quick London 
assets. Heavy Indian assets .would not help tho London 
branch in case of a drain on the London branch. So if it "U'ore 
to develop into an Industrial Bank its London branch would 
be a costly luxury. Long-term capital can indeed bo tapped 
by floating debentures aud if those are to bo floated for 10 to 
20 times its present capital the demand for industrial capital 
would not arise to suoh an extent as to absorb a part of tho 
industriol capital supply created by the Imperial Banlc. 

Thus tho future business of the Imperial Banli may bo 
extraordinarily wide or restricted. It depends on its own 
choice. It can carry on banking business, acquire deposits, make 
advances, discount biUs, issue drafts; deal in exchanges, specie 
and precious metals. It would bo empowered to borrow 
money and do anything incidental to any of its powers and it 
would continue the policy of opening new branches as in the 
past. It may compete more vigorously than at present 
with the existing Banks. If it were to continue holding 
Government deposits, though to a limited extent than at 
present, it has to maintain a very liquid position and this alone 
will enable it to maintain the financial prestige which it has 
built up out of a long and honourable record of service. 
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It- is quite fit to < conduct exchange banldng or industrial 
* banking involvi^ a largo turnover ot funds into lock-up 
advances. ButVthe exigencies of the situation demand its 
continuance ^s ' a ' true commercial banli — as a bank of 
depositj discount and exchange. Its savings Bank Depart- 
ment should continue. It can lileewiae maintain a separate 
Industrial Credit department where long-term loans ‘can be 
given to co-operative banks, industries and other banks. Any 
additional money needed for this business can be secured by 
floating debentures. This must bo definitely ufidorsfcood as non- 
commercial business and not allowed to directly clash with its 
coxnmoroial business. Thus envisaged its future sebms to be 
of a big commercial- bank combining within itself miscellaneous 
functions of all sorts which would bo kept entirely apart from 
the pure functions’ of a comtnercial bank and should on 
no score be allowed to distract the responsible administration 
of the Imperial Bank. Enough lias,- been ^stated tp’s’breaa the 
points that it wifuld be dangerous and*' Suicidal to convert 
the present Imperial Bank of India into a’n effective Indus- 
trial Bank or a sole Exchange. Bank' ’operating on a competi'-.’ 
bive basis with the existing exchange-- banking institutions.^ . 

Considering the fact that the most crying need of India is the . 
extension of modem banking facilities to the interior,- 
the Imperial Bank should continue thiSmseful ’■'sorVicb^ in the 
near future.* Whetjier substidisod to the amount jecommonded 
by the Hilbon-Young^Oommission or.npt' it should-.bohtihue to 
act as a commercial bank and bo the acknowledged head of *tho 
commercial banks standing ever ready to, .tap the central 
reservoir of credit by rediscounting agricultural, industrial and 
commercial paper and passing-, on theses funds to the co- 
operative societies which would bo financing tho'bgQCultural 
industries, the cottage- industries and ‘other., eiasbihg indus- 
tries so far as thoir current financial requirements might bo 

concerned. ■ * ^ 

: : 

' ‘ _ * Thereisnoadvanta'gegained by atlowingilto continue Bs a " hybridinsti- 
tution trying painfully to combine incompatible functions ’’ as Sir Basil Blackett 
detcribes it; Sec his'addreJsi,before Delhi University," 1926. 


